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Automobiles and Capital Goods 


‘Seasonal adjustments in the summer months are more than 
usually dubious, and this year they will be further distorted 
by an important shift” in the timing of auto model change- 
overs. This article discusses the effects of this forward shift on 
the disposal of current-model cars in dealers’ hands and 
other factors, including credit and prices, that bear on dur- 
able goods markets........essseecccceeeeees page | 


Selected Business Indicators..........-..-.-page 37 


Consumer Markets: The Shifting Geography 
of Retail Demand 


The shifting emphasis of industrial location and the associated 
movement of population is changing the geography of the 
nation’s market place and altering the structure of consumer 
demand in established market areas. This article, the fourth 
report in the Board's continuing series on the consumer sec- 
tor, uses newly available 1958 retail census data to trace 
the changing patterns of demand in the nation’s major geo- 
graphical regions). s' «\s\sis,<'s04 sre 4a'e aa sith ee PODER 


Selected Market Statistics..............-...page 39 


““Old World’? Economy Strikes New Stride 


The Western European economy is gaining in vitality. During 
the past six years, output in both the Common Market and 
Free Trade Association countries has expanded much more 
rapidly than that in the United States and Canada. And this 
progress has been made without the added impetus ex- 
pected to be generated by the formation of the two eco- 
nomic communities. The present article considers the posi- 
tions of capital expenditures, gross national product, em- 
ployment and unemployment, money supply, and consumer 
prices in these European nations, comparing them with 
United States and Canadian trends.............page 6 


Recent Trends in Income of Older Persons 


In 1959, the OASDI system was the most important source of 
income for persons sixty-five and older. The growth in the 
number of persons receiving such benefits, as well as in- 
creases in the average amount of benefits payable, was 
mainly responsible for a ten-percentage-point rise from 
1948 to 1958 in the proportion of older persons with annual 
income of $1,000 or more. Significant shifts in sources of 
income over the past decade are examined in the article 
beginning One ss sco ccsveg rest eens smicnas sees pagerlo 


Discretionary Income and Hard Goods 
Spending 4 
Data for the 1953-1954 and 1957-1958 recessions 
their ensuing recoveries point to the extreme responsivi 
of hard-goods expenditures to changes in total discreti¢ 
income. The first in a series of articles on the applicati) 
the Board's discretionary income series, this report 1 
use of a series of equations and charts to detail the rele 
ship between durables spending and discretionary ir 
pag 


The Business Cycle and the Consumer 


Has consumer behavior been one of the major fact 
fluencing the business cycle during the past ten years? | 
been of a nature to bring a need for a new thesis 
tered around the consumer as a stabilizing force ij 
economy? In January, 1960, economists and mark 
searchers from twenty-four companies discussed the bu 
cycle, with particular reference to the role of consumer 
views expressed by two participants at this mee 
George Katona, director of the economic behavior pro 
of the Survey Research Center, University of Michigam 
Martin R. Gainsbrugh, The Conference Board's chief 
omist—are presented here............-.-pages 
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—this month’s Survey of Business O 
and Experience : 


What is the “best” way of handling patent work? Resi 
from 250 manufacturing firms participating in this ny 
survey indicate that no single formula is applicable 4 
circumstances. Companies must consider their size, ow 
structure, and the nature of their product activity in # 
mining the most efficient means of patent organizatics 
placement of staff patent counsel, retention of outside: 
sel, and the coordination between the two when boil 
employed are among the topics surveyed...... pai 
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Business Highlights 


AUTOMOBILES AND CAPITAL GOODS 


behavior of business conditions continued to defy 

the business-cycle analyst. Industrial trends of 
enough significance to aid in erecting a cycle forecast 
were few and far between, and the business system as a 
whole continued to enjoy an uncertain, puzzling, but 
still stable and prosperous level of activity. 
- The third quarter of the year is always a difficult 
period for students of the business trend, and 1960’s 
third quarter will evidently be no exception. Seasonal 
adjustments in the summer months are more than 
usually dubious, and this year they will be further dis- 
torted by an important shift in the automotive produc- 
tion seasonal. Model change-over is starting at least a 
month earlier, and will evidently be entirely concen- 
trated in the current quarter, whereas it usually runs 
well into the fourth quarter. The pattern of automobile 
production is an important element in the production 
patterns of a host of related industries, including steel 
itself. 


\ THE YEAR passed the halfway mark, the 


High Aggregate Demand 

At the start of the quarter, aggregate industrial pro- 
‘duction is evidently running at within a point or two 
‘of the record level that has prevailed in 1960, and almost 
| precisely at the level of May and June of 1959, when 
anticipatory activity in steel and steel-consuming indus- 
tries was advancing the level of business inventories at 
about a $10-billion annual rate. Now, the same produc- 
tion rate is yielding a much lower rate of change in 
inventories. 

~ End-product demand has thus advanced to partially 
‘close the inventory gap: producer durables deliveries are 
now about $3 billion higher, the rate of retail trade is 
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higher by about the same amount, deliveries of goods to 
government are perhaps slightly higher, and the annual 
rate of exports is up by several billions. These gains in 
end-product demand have been offset a little by a de- 
cline in the level of construction demand in the private 
sector, which in turn reflects a decline in residential 
building partly offset by a rise in nonresidential building. 

In this short-term sense—that is, in the relationship 
of output to end-product demand—the level of activity 
now seems more sustainable than it was at mid-1959. 
After a series of violent movements related to the steel 
strike and traceable back as far as February, 1959, when 
anticipatory buying began in earnest, the structure of 
output has again been roughly reconciled with the 
current level and distribution of final demand. Questions 
about the outlook now turn on prospective trends in 
demand, notably demand for automobiles and plant and 
equipment. 


Autos and Credit 


In May, and evidently again in June, the automobile 
industry presented one exception to the proposition that 
inventories and demand were again in line. In May, 
inventories of automobile dealers rose about $200 mil- 
lion (seasonally adjusted), as production rose in re- 
sponse to selective improvement in sales of new compact 
models. Automobile sales in May and June were gener- 
ally considered to be at an annual rate of about 6.8 
million, only slightly below the 7-million rate forecast 
during the late fall of 1959, when new-model production 
was being held up by steel shortages. Despite the very 
satisfactory sales figures, new-car dealers are reaching 
the end of the 1960 production year with fully 1 million 
domestic models on hand. These figures promise one of 
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Percentage Change in Wholesale Prices in Three Post- 
war Business Cycles, Peak to Trough, by Sector 
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the most drastic clean-up periods in the industry) 
history. 

The problem of the dealer in getting rid of his 196 
models in time for an unusually early arrival of 19 
models is complicated by two conditions now prevailin| 
in the automobile market. In the first place, the usec! 
car market, unlike the new-car market, has been les 


ras 
OF 


what soft. As of June, the average auction price of use 
cars was about 7% below the comparable month of 195! 
This decline is presumed to reflect the fact that th 
compact models are competing with used cars ani 
drawing sales away from the used-car market. 

To the extent that this explanation is correct, th’ 
new-car sales figures, viewed alone, somewhat oversta 
the general strength of automotive demand, and som 
reconciliation of. the new and used market may 1) 
ahead. In the normal mechanics of this adjustment, tk 
drop in used-car prices increases the real net price of ne! 
cars for buyers who trade, and thereby inhibits new-ca 
sales; at the same time, the lower price of used cay 
makes them more attractive alternatives for the auti 
mobile buyer. As of early July, there is no indicatie 
that this traditional mechanism of the automobii’ 
market is weighing heavily against new-car sales, by 
the problem may become more acute during the coi 
siderable sales clean-up period that the industry is no 
entering. 


Trend of Instalment Credit 


A second and perhaps more serious problem face” 
by the dealers is the level and trend of instalme* 
credit. In the first five months of 1960, instalment crec) 
outstanding rose at about a $5-billion annual rate a | 
April, the rate was nearly $6 billion, but it fell to aboy 
$4 billion in May). This rate of instalment debt formy 
tion comes on top of a $5.4-billion increase during 198 
At present, instalment debt outstanding is 16% highy 
than a year ago, while disposable personal income 
roughly 5% higher. : 

Clearing out the 1960 automobile models is likely 
induce a good deal more net growth in instalment cree 
in the period from July to October. In these montlll 
about 75% of all new-car sales normally involve cree) 
extension; these are the peak months of the credit-sa] 
seasonal.! 

This suggests that the model clean-up in the last hi 
of 1960 may produce a considerable strain in the pe 
sonal sector, and the strain may be particularly acute: 
business conditions and employment outside the aut 
mobile industry are not improving at the same tim 
(For obvious reasons, large gains in instalment cre 


1See The Business Record, March, 1960, p. 3 
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outstanding come easiest when employment is rising.) 
One of the doubts of analysts with regard to 1961 is 
precisely this: what will be left of the automobile market 
after the burst of credit selling that seems to lie ahead 
_ in the summer and fall? In this one major market, where 
| inventory problems still exist, it is still difficult to argue 
{that an adjustment preparatory to a new round of 
| growth has been in progress during the stability of 
| general business conditions in 1960. 


(| 
q 


| The Price Pattern and Capital Goods 


In the nine months immediately following the trough 
‘of general business conditions in the spring of 1958, the 
| industrial price level rose moderately, while agricultural 
| prices were in a sharp decline. These trends offset each 
‘other with such precision that the BLS index of aggre- 
gate wholesale prices remained virtually unchanged 
|from early 1958 to early 1959. 

| In the year since early 1959, industrial prices have 
'been almost perfectly stable, while farm prices have 
i) declined and then recovered. The total index (including 
both farm and industrial prices) has had a very mild 
i cycle, ranging from 118.9 in November and December of 
1959 to about 119.6 at the end of the first half of 1960. 
| The entire range of the aggregate index over the past 
i two years is hardly 1%. A plateau in many ways similar 
lito the present plateau (but at a level about 8% below 
‘the present level) appears in the price statistics for the 
period from early 1953 to the middle of 1955. Between 
the two plateaus, the figures show a sharp ascent: be- 
‘tween mid-1955 and early 1958, industrial prices rose 
almost 10%; farm prices fluctuated, and then rose in 
late 1957 and early 1958. 

This capsulized price history of the past seven years 
lliframes some suggestive problems of forecasters for 1961, 
particularly with respect to capital goods. Between the 
11954 trough in general business conditions and the 1957 
peak, the industrial wholesale price level rose about 
110%; the prices of producer finished goods (that is, 
capital goods) rose about 17%. In the two years since 
the trough of general business in April of 1958, both the 
‘general industrial index and the index for capital goods 
have risen less than 3%. In the first postwar decade, 
“leapital goods prices rose 20% faster than other indus- 
i\trial prices; in the past two years the two price levels 
have moved at about the same rate. 


|Prices—and Capital Goods Orders 


The stability of capital goods prices, relative to their 
behavior in the last business expansion, is doubtless a 
result of a less frantic ordering rate in the machinery 


Industrial Prices: Relatively Stable for Over a Year 
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a reflection of the price stability that has emerged in the 
machinery industry. In early 1956, capital goods prices 
were rising by almost 8% per annum, and there seemed 
every likelihood that a delay of two years, say, in order- 
ing capital equipment would result in a 15% increase in 
its eventual cost. In addition, corporate bond yields 
were still only slightly above 3%. The relation of price 
expectations to current costs of funds thus strongly 
favored machinery orders. 

At present, machinery prices are about 7% above 
their level of early 1956, and about 5% more expensive 
relative to the general industrial price level. In addition, 
price expectations are much less inflationary than they 
were, and interest costs are notably higher. The incen- 
tives for speculative, anticipatory buying of capital 
goods are thus greatly reduced from what they were in 
1956. 

A second conclusion about capital goods can be drawn 
from the same price data. The cost of capital goods, 
relative to the value of the general commodities pro- 
duced by capital goods, is no longer rising, but it is 
higher than at any time in the postwar years. This rela- 
tionship bears, of course, on the profitability and “payout” 
period of new investment; it suggests a narrowing of 
profit margins with respect to new investment. 

Recent surveys with respect to business expenditures 
for plant and equipment suggest that spending itself in 
the last half of 1960 will be moderately higher than in 
the first half. In view of the long planning and lead 
times involved, it is getting late for the realities to 
depart much from the expectations with regard to 
spending in late 1960. But the ordering rate in the 
machinery industry, the rate of contract awards for non- 
residential building, and THE ConrerRENcE Boarp fig- 
ures on capital appropriations, which precede the order- 
ing of capital goods, are now clearly among the key 
statistics on the outlook for 1961. 
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Business Forecasts 


Construction 


Miles L. Colean, Washington, D. C. (The Commercial and 
Financial Chronicle, July '7)—‘‘Expenditures for new construc- 
tion in 1960 can be expected to come close to the amount 
reached in 1959. For the first five months of this year, how- 
ever, total expenditures are 2% behind the same period last 
year. The drag is concentrated in new private dwellings, which 
are now 10% behind last year’s record dollar volume, and in 
government construction as a whole, which is off 11%. 

““At the end of May, the gap between this year and last in 
new dwelling expenditures was still widening; but it is impor- 
tant to note that the comparison is made against the most 


active period of 1959. After May the rate of spending coni 
sistently fell. Because of this situation, and because of the imi 
proving volume of new housing starts, we may confidently 
expect a narrowing and probably a closing of the gap as thy 
year nears its end. 
“Aside from this element, new private construction is mov) 
ing ahead satisfactorily. Activity in the nonhousekeeping 
residential category, consisting of hotels, motels and dormii 
tories, is now 21% ahead of a year ago. Nonresidential buildin: F 
as a whole is 17% ahead. Within this group, industrial buildin, 
has a booming advance of 84%—a striking reversal of the 169 
drop in expenditures during 1959. Commercial building, wit! 
a more modest gain of 10%, is also ahead of its 1959 record. 
‘Gains in the other areas of private nonresidential buildin, 
are also impressive. Religious building and recreational build 
ing are maintaining about the same strong rates of growt| 
that they did in 1959; while educational and aoa buildiny 
have both turned last year’s minuses into this year’s modera 
pluses. 
‘‘Although there will be some shifting in ratios as the yeas 
proceeds, the outcome for nonresidential building as a whol! 
should be a substantial improvement over 1959. In Decembe 
of last year, I ventured the view that this improvement woul! 
amount to 15.5%, compared with the gain so far this year 
17%. I now feel sure that the forecast figure will be reache:| 
and it may be slightly exceeded. 
“Outside the private categories mentioned, ‘farm construe 
tion, as may be expected from trends in farm income, is in - 
slump, but the evidence is that the slump is less than was ex 
pected. Privately owned public utility construction is showiny 
steadily gaining jag and should end the year 5% to 6m 
ahead of last year’s volume of activity. 
“Government construction activity in 1960 was not assume 
to show much if any increase over that of 1959; but a slump « 
the proportions so far indicated was certainly not expectew 
The greatest areas of weakness are in military construction) 
which is now off 28% with no suggestion of improvement; edw. 
cational building, which, although down 5% from 1959 an 
thus apparently repeating its dreary 1959 performance, no” 
shows a faint sign of a pickup; and highway constructiow 
which now promises to turn into a first-five-months drop « 
13% into a slight plus for the year as a whole. .. . | 
“Work in atomic energy has advanced 10%; administri# 
tive building construction, though now lagging, is definitely c 
an upturn; sewer and water work is regularly advancing 
public service construction, which was expected to slumy 
following the completion of the Seaway, has developed a leay 
of 15% over the first five months of 1959. 4 
“T believe that we should expect a steady increase in the ra! 
of expenditures for government construction work from heal 
out. With the prospective increase in outlays for schools ary 
highways and the continuance of the already strong gaiif 
elsewhere, the present difference from last year’s volume wi 
certainly decrease. I doubt now, however, that the advané 
can be sufficient to bring the total for this year up to the lev’ 
reached in 1959. Rather, the probability is for a year-to-yes 
drop of around 5%. This would put prospective governmenm 
outlays for the year at around $15.4 billion. . . .” 
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Consumer Markets 


The Shifting Geography of Retail Demand 


LTHOUGH RETAIL sales continue to inch ahead, 
there is still a disconcerting lack of vigor evident 

in the consumer sector. Thus far this year business has 
been barely 3% better than in the corresponding period 
of 1959, and as much as half of this improvement is 
accounted for by price increases. The demand for dur- 
able goods has been particularly sluggish. Furniture and 
appliance sales continue to run below year-ago levels; 
and while car buying on a unit basis has been strong, 


dollar volume—because of the surprising popularity of 


the lower-price compact models—is only moderately 
ahead of last year. 

Business in nondurables has been a little more heart- 
ening. An unusually late Easter helped to make a good 
first half for apparel merchants. And drug store and 
gasoline station sales are running well ahead of 1959 
levels. 

Though the fluctuations in consumer demand are 
ultimately affected by the changing pace of general 
economic activity, the marketing process for the indi- 
vidual firm requires continuous accommodation to 
numerous other variables. Of special importance in the 


_ postwar years has been the shifting geography of de- 


mand. According to Bureau of the Census figures, a full 
fifth of the country’s population changes its place of 
residence in the course of a single year. The cumulative 


~ consequence of a mobility rate of such proportions— 


even after taking into account the duplicate counting of 
that segment of the population that is repeatedly on the 
move—is a sizable alteration in the geography of the 
nation’s market over a relatively short time. Some no- 
tion of the change can be found in the 1958 Retail Trade 
Census which is currently (but only on a partial and 
preliminary basis) becoming available. 


Anticipating the Dimensions 


To some extent, census information provides a docu- 
mentation of developments already known to marketers 
through the practical experience of merchandising. But 
the detailed and comprehensive statistics given in 


census reports provide the basis for measuring and anti- 


cipating the dimensions of those developments, and 
they further give some insight into the dynamics of 


their creation. 


In the period embraced by the two most recent retail 


‘census years, 1954 to 1958, the nation’s total retail 


business increased by over 17%. But there was signifi- 
cant variation in the rate of growth experienced in the 
major geographical areas of the country. In the Pacific 
region, for example, consumer demand expanded con- 


‘siderably more than it did in the nation generally, while 
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in the New England states growth was substantially 
under par. 

Contributing significantly to the sharp rise in Pacific 
area demand was an above-average increase in popula- 
tion. Per capita sales in the Pacific region also advanced 
by a rate exceeding that of the nation generally.! 

A similar, if not identical, pattern characterized de- 
velopments in the eight states that make up the Moun- 
tain region. There the population increment was almost 
twice the national rate, and retail business was well 
above average. In this instance, however, the improve- 
ment in per capita buying was low compared with the 
rest of the country. 


Areas with Most Impressive Demands 


By far the most impressive gain in per capita con- 
sumption, as measured in terms of retail demand, was 
experienced in the South Atlantic and East South 
Central states, regions in which living standards have 
been traditionally below the national norm. In the 
South Atlantic area, the rise in aggregate retail buying 
in the period 1954 to 1958 was one of the highest 
among the geographical areas in the nation. In part this 
is owing to a substantially better-than-average popula- 
tion growth; but of considerable importance, too, was 
the relatively sharp improvement in per capita buying. 
While such improvement was also registered in the East 
South Central region, retail sales there, because of a 
relatively meager advance in population, barely kept 
pace with the rest of the nation. 

Patterns in the West South Central states followed 
rather closely those of the country generally. The 
increase in retail demand was at a rate only fractionally 
better than average, and depended upon a slightly 
above-average population increment: per capita pur- 
chasing just about kept in step with the rest of the 
nation. 

In the remaining four regions—New England, the 
Middle Atlantic, and the East North Central and West 
North Central states—retail sales during the period 
under review increased at a rate lower than the coun- 
try’s average. In almost every instance, lagging popula- 
tion growth, as compared with the nation’s generally, 
was an important contributing cause. Only in the East 
North Central region did the expansion in the number 
of residents keep up with the country’s average. In two 
of the regions (those that make up the North Central 


[Continued on page 19] 
1 Information showing changes in retail sales, population, and per 


' capita demand on a state-by-state basis will be made available by 


Tue ConrereNcgE Boarp on request 


“Old World” Economy Strikes New Stride 


NE OF the more noteworthy developments of 
Western Europe is its apparently growing inde- 
pendence from the United States economy. Dur- 

ing the last recession when output here declined, output 
in Europe continued to rise.? 

During the past six years, output in Europe has ex- 
panded very rapidly no matter what criterion is used to 
measure it. Moreover, output in the Common Market 
has expanded at a much more rapid pace than that in 
the Free Trade Association. And output in both Euro- 
pean groups has expanded at a much more rapid pace 
than that in Canada or the United States. 

Especially noteworthy is the steady and rapid rise of 
manufacturing production in the Common Market. As 
of 1959, output in that area averaged 157% of the 1953 
level; by contrast, manufacturing output in the Free 
Trade Association countries was only 125% of the 1953 
level. As already stated, the results for Canada and the 
United States were even more modest. 


Europe's Capital Boom 


The statistical record points to a widespread capital 
boom in Europe, which is still evident in early 1960 at a 
time when the United States economy is struggling to 
regain the level of 1957. In virtually all instances 
(Luxembourg and Denmark are exceptions), the volume 
of capital goods output has increased at a much faster 
rate than the over-all volume of gross national product. 

The United Kingdom, France and Austria present 
exceptional records in this respect. In each case the rate 
of increase of capital formation is about double that of 
real gross national income. Despite the relatively good 
performance of the United Kingdom in capital forma- 
tion, the increase in its GNP has been comparatively 
modest by European standards: its six-year record 
showing an increase of about 12%. This places the 
United Kingdom near the bottom of the array of all 
countries belonging to the European Common Market 
and the Free Trade Association. 

The comparatively modest increase in the volume of 
expenditures on capital goods in the United States may 
be owing to the peculiar situation in which we find our- 
selves. Massive capital expenditures by the United 
States over the past ten years have resulted in at least 
temporary overcapacity in some sectors of our econ- 


1 A specific instance of the seeming invulnerability of the European 
economy to business activity in the United States is noted on page 22. 
Where it is pointed out that Belgium specifically has not been hurt by 
the United States recession, its main markets have been with countries 
on the continent of Europe which have continued to expand despite 
the slackening of business in the United States 


~ Common Market members. 


omy. While we are likely to outgrow this situation, it 

has had its effect in holding back such expenditures; | 
in fact, capital expenditures in 1958 were actually less | 
than those in 1956, a situation unparalleled in any of the | 
European countries under consideration or in Canada. _ 


Differences in Development 


The position of capital formation in each European i 
country has not been the same. In particular, it cannot | 
be said that the sharp increases experienced in each | 
country resulted from a further effort to immediately | 
expand effective productive capacity. In Italy, for) 
example, residential construction has been the main! 
component in the very substantial rise of over-all capital — 
formation. To a somewhat lesser extent the same point | 
may be made with respect to Belgium and Denmark. In 
the case of the latter two countries it might be noted| 
that their expansion of fixed capital has been near the 
bottom of the level of the European countries. Italy, 
on the other hand, has been near the top. In some coun- 
tries, notably Germany and Sweden, the three main — 
components of capital formation—residential construc~ ~ 
tion, other construction (presumably mainly business: 
construction). and machinery and equipment—have all 
shared about evenly in the rise. Among the remaining® 
countries it has sometimes been machinery and equip-' 
ment and sometimes other construction that has pro-~| 
vided the impetus to general increases in capital) 
formation. ce 

In the United States, residential construction has; 
been the main factor in accounting for the rise over the 
past six years. Machinery and equipment, as a matter of _ 
fact, has declined in three of the six years as compared 
with the immediate prior year. Other construction has: 
generally shown a relatively modest increase in this 
period. 


“Inner Six” vs. “Outer Seven” 


Over-all, the Common Market countries have showm 
a substantial expansion in the volume of gross fixed! 
capital. In 1958, their production was 146% of the 195%. 
level. The Free Trade Association group has likewise’ 
advanced its expenditures for such purposes, although: 
its current level of 126% is well below that shown by the: 


In general, it can be said that the Common Market 
countries have expanded their output at a faster rate 
than those in the Free Trade Association area, no matte 
how the growth may be measured. Both groups ex--_ 
panded at a faster rate than the United States at a time: 
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| when it can be fairly said that neither of the two 


_ European groups could have received the impetus to 
output that may be forthcoming in 1960 and 1961 as a 


|| result of the formation of the Common Market and the 
| Free Trade Association. 


| Impetus to Local Output 


Quite apart from the operation of market forces, the 
formation of the two communities in Europe is expected 
‘| to give an impetus to local output. Some readjustment 
| unquestionably will take place internally, as a result of 
_ the elimination of tariffs between the member countries 
of each group. The expectation is that the effective 
result will be a net expansion of output. Since the 
' regional groups contemplate a differentially disadvan- 
_ tageous tariff with respect to nonmembers, the internal 
expansion will presumably benefit member countries 
' primarily. The greater rise in output in the Common 
Market area in contrast to that in the Free -Trade 


) Association can also be attributed to economic factors 


rather than institutions. 

Looking to the future, it would seem reasonable to 
conclude that the formation of the Free Trade Associa- 
tion will to some extent offset the advantages that 
members of the Common Market had in forming an 
|| economic community through which trade, investment, 
- and labor were free to flow over national boundries. 
:| The relative growth of both organizations would seem 
|| to depend primarily upon economic forces. (continued) 
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Like production, employment in virtually all Euro-— 
pean countries under consideration has increased since | 
1953. The only exception is Belgium, which showed a 
small decline in 1959 from previous levels. In Sweden, | 
the level of employment has been virtually stable during) 
this interval and currently is at just about the same level! 
as SiX years ago. f 

In all instances, employment has increased at a some-" 
what slower rate than output. One might draw the 
optimistic conclusion that labor productivity has in-| 
creased in all cases, but, as noted later, a somewhat. 
different conclusion is not precluded. | 

While the general trend of employment and cuitptiee : 
has been upward within this period, there is considerable | 
diversity in the behavior exhibited by individual coun 
tries. For example, employment in Canada increased by” 
12%, a rate which placed it fifth in the ranking of 
fourteen countries. Its increase in output during this 
period, however, which came to 14% above the 1953: 
level, placed it tenth of the countries considered. Canada 
is exceptional in that its increase in output actually’ : 
exceeded its increase in employment. | 

To look at the opposite side of the coin, unemploy~ 
ment is down in a majority of the cases, but there are! 
more exceptions to this general trend than there are tor 
the trend in employment. For example, Norway, 
Sweden, United Kingdom, and to some extent Belgium 
and France, have shown increases in unemployment’ 
during this period, as have Canada and the United! 
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| - States. In some of the European countries, the increase 
in unemployment has been confined to the past year or 
two, a development that points to the inability of the 
national economies to provide jobs at the same rate as 
the increase in the labor force. This is true despite the 
sometimes substantial increase that has taken place in 
output and employment in the countries concerned. 

With respect to money supply, expansion has oc- 
curred in all of the national economies quite steadily 
during this interval. The Common Market countries 
combined expanded their money supply (currency in 
circulation and demand deposits) at a rate well in excess 
of the expansion in real gross national product—68% for 
money supply in contrast to 32% for GNP. In the Free 
Trade Association, the expansion of money supply more 
nearly matched output. Pretty much the same can also 
be said for the United States. 


_ Pressure on Resources 


In the case of the Common Market countries, price 
rises have taken place at a greater rate than in the rest 
of Europe, and at a faster rate more recently than in the 
years between 1953 and 1956. In particular, consumer 

‘prices in the Common Market countries rose to a point 
in 1959 where they exceeded the rise in the Free Trade 
Association countries—all of the acceleration occurring 
since 1956. 

One explanation of this faster rise in prices is the 

_ Increasing pressure that the expansion of output has 
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placed on available resources in the “‘inner six.” This 
point of view is supported by the frequent reports of 
labor shortages in those countries and a growing inclina- 
tion of labor unions to press for a greater return for their 
members. The seemingly inexorable rise in consumer 
and wholesale prices in the United States has taken 
place at a rate well below that exhibited by the two 
European economic communities. This is not to deny 
the concern expressed about inflation in the United 
States, particularly since the increase in over-all output 
in this country has not shown any spectacular gains. 


J. Frank Gaston 
Dwwision of Consumer Economics 


Business Bookshelf 


Forecasting the Price Level, Income Distribution and Economic 
Growth—In this book, Professor Weintraub claims to have: 
discovered a theory explaining the “law of the price level,” 
unified the theory of aggregate employment and the price 
level, discovered some empirical laws of income distribution, 
and uncovered the influence of the price level on economic 
growth. By Sidney Weintraub. Chilton Company, Philadel- 
phia, Pennsylvania, 1959, 123 pages. $5.00. 


The Office Encyclopedia—A reference manual containing mate- 
rial on various elements encountered in office work and 
management such as writing letters, duplicating, printing, 
filing, bookkeeping, office equipment, advertising and pub- 
licity, and the mathematics of business. Illustrated through- 
out. By N. H. and 8. K. Mager. Washington Square Press, 
Inc., New York, New York, 1960, 501 pages. $.50. 


Dynamics of the Patent System—A number of contributors dis- 
cuss some of the more critical areas of patent law such as 
the standard of invention in the patent office, patent 
claims and infringements, proof of who is the first inventor, 
contributory infringement, and misuse of patents. Edited by 
William B. Ball. Central Book Company, Inc., New York, 
New York, 1960, 449 pages. $12.50. 


The Communist World as a Customer and Competitor—A study 
of the potential market in the Soviet bloc and the threat 
that such an area poses to the free world. Prepared and 
published by Business International. Haynes Publishing 
Company, New York, New York, 1959, 30 pages. $36.00. 


Anatomy of A Metropolis—The first in a series of reports on the 
problems and prospects of the New York metropolitan 
region. By Edgar M. Hoover and Raymond Vernon. Harvard 
University Press, Cambridge, Massachusetts, 1959, 345 pages. 
$6.00. 


A Public Development Program for Thailand—A survey by a mis- 
sion organized by the International Bank for Reconstruc- 
tion and Development of Thailand’s economy and _ its 
potential future growth. Prepared by the International Bank 
for Reconstruction and Development. The Johns Hopkins 
Press, Baltimore, Maryland, 1959, 301 pages. $6.00. 


Finance Companies: How and Where They Obtain Their Funds— 
Discusses postwar trends in the use of various sources of 
long- and short-term credit by both sales and consumer 
finance companies. By John M. Chapman and Frederick W. 
Jones. Graduate School of Business, Columbia University, 
New York, New York, 1959, 84 pages. $2.00. 
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Improvement in the Income Distribution of Older Persons Over a Decade 
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GAINS GENERALLY SHARED 
Increases in money income over the decade were ex- 
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older women had annual money income of $5,000 or 
more; the corresponding percentages ten years earlier 


23% had $1,000 to $2,000, and 20% had income of 


$2,000 or more. 
were 5.8% and 0.7%. Correction for the 20% 
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Recent Trends in Income of Older Persons 


Id-age, surv 
(OASDI) benefits, and to increases in the average 


amount of benefits payable. 


Bureau of the Census, 


recelving 0 


HE PROPORTION of persons sixty-five and over 


with annual 
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There has been a gain of five and one 
age points for older persons in the $1 


percentage points from 1948 to 1958. Th 
owing c 


Income group an 


Sources 
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been made in the 1948 figures. Thus the improvements 


_ described represent so-called “Treal’’ gains.1 


SOURCES OF INCOME 


The most important source of income of older persons 
at the end of last year in terms of number of recipients 
was the OASDI system, under which monthly benefit 
checks were sent to more than 10 million, or 64% of 
those aged sixty-five and over. Programs for veterans, 
government employees, and railroad workers raised the 
total to 11.8 million, or 75% of the number of older per- 
sons receiving some sort of government pension. (See 
chart on page 13.) 

Employment was second in importance as an income 
source, although jobs produced income for only one 
third as many persons as were receiving income from 
government pensions. Just over 3 million older workers 
had some earnings during December, to which number 
can be added 880,000 wives of workers who were sup- 
ported in whole or in part by their husband’s earnings. 
Seventy per cent of these employed persons were also 
recelving government retirement benefits. Most of the 
remaining 1.1 million would have been eligible for pen- 
sions if their earnings, or their husband’s earnings, had 
been low enough to meet the retirement test for OASDI 
benefits.? 

About 214 million older persons received federal-state 
monthly payments based on a needs test under the pub- 
lic assistance programs. This was the primary source of 
income for 1.7 million of these persons; for the remaining 


11 


740,000, it was supplementary to OASDI or other gov- 
ernment retirement benefits. 

There were 1.1 million persons, most of them women, 
who did not have income from any of these three 
sources. These persons may have had income from some 
other source such as annuities, private pension pay- 
ments, dividends, interest, or rent. In fact, a few of them 
may have been among the very wealthy; but it is likely 
that most of them had little or no income at all and 
were supported by relatives, friends or private charity. 


SOURCES SHIFT SIGNIFICANTLY 


Shifts in the sources of income of those sixty-five and 
over during the post-World War II period are much 
more startling than the changes in income distribution. 
Jobs and public aid have declined in importance, while 
the government pension programs, particularly OASDI, 
have grown enormously. The nature of these shifts ex- 
plains why the major improvement in income status has 
been to cut in half the percentage of older persons with- 
out any income and to provide the bulk of them with 
small but regular monthly income payments. It also 


'1 Changes in the CPI may understate somewhat the increase in the 
cost of living of older persons as a larger than average share of their 
expenditures go to medical care, which has risen more sharply than 
other consumer goods and services 

2 Full benefits are paid to beneficiaries aged sixty-five to seventy- 
two earning up to $1,200 a year; some benefits when earnings are 
between $1,200 and $2,080; and no benefits when earnings exceed both 
$2,080 per year and $100 per month. At seventy-two, benefits are paid 
without regard to earnings 


Estimated Percentage of Persons Aged 65 and Over Receiving Money Income from Specified Sources, 
June, 1948, and June, 1959 


Total Men Women 
Source of Money Income 1948 1959 1948 1959 1948 1959 
Population aged 65 and over (in millions)....... 11.5 15.5 5.5 7.0 6.0 8.5 
Beerscent distribution .s-iere sree weer ewes ee 100.0 100.0 100.0 100.0 100.0 100.0 
BIEROVINGI ite Sy is. those ad ise Oe ee ee 33.2 25.2 43.8 32.1 PAs Ws) 19.6 
GEUOLS:, “rai taeset Lie hokis Heke ta Ae bas ATS 25.4 19.5 43.8 O21 8.6 9.1 
Nonworking wives of earners.............- 7.8 Byes — =_ 14.9 10.5 
Government pensions!..............0000 eeu 20.2 73.4 23.4 79.7 VE 68.2 
OVD estes: eur ence iran aical ina Rearacawraceara aera Hs 2-7) 62.6 15.1 68.3 10.4 58.0 
Railroad retirement.............0000eeeeee 2.6 3.9 3.3 4.4 2.0 SIYS) 
Government employees’ retirement..-........ 2.6 6.0 2.9 6.5 2.3 5.5 
Welerons, programs. Mm... 3. as «2 2% = dsc aus ofave 3.0 9.0 3.1 11.2 3.0 7.1 
Biblic-assisignce:) i) i! tei PE nee vale ee ween es 20.8. 16.0 19.3 13.5 22.2 18.0 
No money income or income solely from other 
MOOICOS Jers ney. oats Giclee tates vies dss ONeags 29.4 7.0 18.9 7 39.1 12.2 
Income from more than one of the three specified 
MES sca Ta nooo) 4 osu er the AS ee 50h sre waste 3.6 21.6 5.4 26.0 2.0 18.0 
Government pensions and employment........- 2.3 TAs 3.8 20.3 1.0 14.5 
Government pensions and public assistance. ... . 1.3 4.5 1.6 O77 1.0 3.5 


Note: 1959 data for the continental United States, Alaska, Hawaii, Puerto Rico, and the Virgin Islands; 1948 data for the continental United States. Persons with income from sources specified 
may also have received money income from other sources, such as interest, dividends, private pensions or annuities, or cash contributions from relatives 


1 Persons with income from more than one of the programs listed are counted only once. Wives of beneficiaries are counted even if they are not in direct receipt of benefits 


Source: Social Security Administration 
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explains why, despite the gains made all along the in- 
come scale, there are still only one out of eight older 
persons receiving $3,000 or more a year, compared with 
two out of five persons twenty to sixty-four years old. 

In the course of just one dozen years, the labor-force 
participation rate of men sixty-five and over dropped 14 
percentage points—from 48% to 34%; the proportion 
receiving OASDI benefits almost quintupled—from 15% 
to 72%. (See chart on this page.) For women, the labor- 
force participation rate rose a little, though in 1959 jobs 
were held by only 10% of older women, while more than 
60% of them were receiving OASDI benefits, six times 
the proportion twelve years earlier.! 

The table on page 11 shows the major sources of 
income of older persons in June of 1948 and 1959. The 
data are similar to those shown in the pie chart, but 
relate to June rather than to December, since that is the 
only month for which comparable figures are available. 

In addition to the observations already made about 
the shifts in the sources of income, this table highlights 
the sharp decline in the proportion of older persons 
with no money income or income solely from a source 
other than the three specified. Fewer than 1% of the 
older men and roughly 1214% of the older women were 
in this position in 1959. 

Also of interest is the increase in the percentage of 
persons with income from more than one of the three 
listed sources. With more generous limits to earnings 
under the pension programs, the proportion with income 
from jobs and pensions has grown from 2.3% to 17.1%. 
While the total group receiving public assistance pay- 
ments has declined relatively, there has been a signifi- 
cant increase in the proportion of persons with a gov- 
ernment pension who qualify as needy under their state 
law and receive supplementary assistance payments. 

Not depicted in either the pie chart or table are the 
number of older persons receiving private pensions, 
annuities, or income from assets. At the end of 1959 
there were probably about 114 million persons aged 

1These percentages are based on the noninstitutional population 


65 and over, unlike the percentages shown in the pie chart and table 
on sources which relate to the total population 


Estimated Aggregate Income of Persons 65 and Over in 


1958 
Amount 
Source (in Billions) 

TOV eiot avs es @ ke e'e ole ie aie wlee ate stare lerere eee errors $25.0-$30.0 
Government pensions. ......seecccccccveveses 8.8- 9.3 

ASD Iietete tee «cit eie's ora 6 cl tic ce crereteisiemio erolorerere 6.7 

Railroad refirement..’..0°c <<. sls cleus wees ele 6 

Veterans’ programs and government employees’ 

FGLPGIMONE a,3\5 5 io'c:101's: aici loye'e-creime © susie c/stete ave por #20) 
PODIENISSISTONGE. floss: 0:62.20 + «ation ie cielete miele oe 1.7 
Private pension plans and individual annuities...... 1.5 
Employiientiisrs sis o:s% oie es o's «o's ciarrarsrortere te efate bs) P95 =— 1055 
Oferuaieteeitctats die Saclele sie bis 0 esl olersieieistectoeires 3.5- 8.0 


1 Residual includes interest, dividends, rents, and contributions 
Source: Social Security Administration 


sixty-five and over receiving private pensions, about 

four fifths of whom were also receiving OASDI benefits. © 
A little over half a million had annuity income. It has | 
been estimated that the proportion of all older persons 
with some income from assets approaches 50%, although 
for the great majority of these the asset holdings are | 
modest and produce only small amounts of income! | 


AVERAGES AND AGGREGATES 


Not only have the OASDI rolls expanded greatly, but 
the average old-age benefit, as measured in “real” dol- | 
lars, has more than doubled between 1947 and 1959. The | 
table on page 13 summarizes the changes over the | 
period for various types of older family units. Retired | 
elderly couples, for example, received an average benefit 
of $122 last December, compared with $50 of December, | 
1959, purchasing power at the end of 1947. This repre- | 


1Lenore A. Epstein, “Money Income of Aged Persons: A Ten- 
Year Review, 1948 to 1958,” Social Security Bulletin, June, 1959 


The Growing Importance of OASDI Benefits—and, for — 
ey, Older Men, the Declining Importance of Jobs 
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Sources: Social Security Administration; Bureau of Labor Statistics 
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Major Sources of Income in December, 1959, of the 15.7 Million Persons Sixty-five and Over 


Note: Persons with income from sources speci- 
fled may also have received money income 
from other sources, such as interest, dividends 


private pensions or annuities, or cash contri- PUBLIC 
butions from relatives AS Sl ST AN CE 
Persons with income rom more than one : 

government pension program are counted 2.5 MILLION 
only once. The government pension programs PERSONS 


included are OASDI, Railroad Retirement, 
Government Employees’ Retirement, and Vet- 
erans' programs, Wives of beneficiaries are 
counted even if they are not in direct receipt 
of benefits 


16% OF TOTAL 


Cross hatching indicates receipt of income from 
two of the major sources 


Source: Social Security Administration 


sents an increase in the annual rate of benefit income of 
$860—from $600 to $1,460. For aged-widow beneficiar- 
ies, the average monthly benefit rose from $26 to $57. 


Monthly OASDI Benefits for Persons 65 and Over 
by Type of Family Unit in 1959 Dollars 


|Retired Worker Only 
End of  - Retired Worker Aged 


Year Men Women and Aged Wife Widow 
i947... 31.60 24.90 50.10 25.50 
me9ST.... 48.00 36.60 77.90 40.00 

GDS... 70.70 54.50 113.20 53.30 
1959.... 78.00 58.80 121.60 56.70 


Sources: Social Security Administration; The Conference Board 


Even without further legislative increases, the aver- 


| age benefit will continue to rise owing to the fact that 


| new retirees generally are eligible for higher benefits. 
_ The average old-age benefit awarded in May, 1960, was 
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$82, compared with the average old-age benefit in 
current-payment status in that month of $73.50. 

An estimate by the Social Security Administration 
places the aggregate cash income of older persons in 
1958 between $25 billion and $30 billion. The distribu- 
tion by source is roughly shown on the opposite page. 

When this aggregate distribution is compared with 
the distribution of older persons by source of income, it 
is clear that the loss of job income is far from compen- 
sated by the growth of pension coverage. Among persons 
sixty-five and over, only one fifth were earners, but of 
aggregate income one third was from employment. On 
the other hand, three fourths were pensioners, yet total 
pension income under public programs was less than one 
third of aggregate income. 


Miriam I. Crvic 
Division of Economic Studies 


Quarterly Percentage Changes in Discretionary Income, Disposable 
Income, and Nondiscretionary Outlays 
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Three-quarter moving averages. Based on current dollar data; seasonally adjusted annual rates 
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Discretionary Income and Hard Goods Spending — 


ary income” component from disposable income 
involves many conceptual hazards. The resulting 
figures lie in some middle ground between an “income” 
concept and a “cash flow” concept. If the discretionary 
income series is to be kept reasonably current, it must 
forgo certain refinements. Compromises required to 
avoid massive computations over the short term tend to 
make the series perishable over a period of years, and 
impose the necessity for periodic revisions. The justifica- 
tion of such a series lies in its helpfulness in explaining 
current market patterns, and in the reliability of the 
indications it may provide for the future. 
1 Discretionary income is defined as the volume of disposable (after- 
tax) personal income remaining after deduction of outlays necessary 
for consumers to maintain a given level of living. For a fuller explana- 


tion of the definition of discretionary income and its computation, see 
Technical Paper Number Six, “Discretionary Income,” 1958 


[Ts STATISTICAL segregation of a “discretion- 
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NON-DISCRETIONARY 
OUTLAYS 


1959 


The chartabove illustrates the marginal and thus more’ | 
volatile nature of Taz CONFERENCE Boarp’s discretion- 
ary income series, as compared with trends in disposable | 
income and the relatively stable nondiscretionary “out- | 
lay” component of disposable income. The variation in | 
the rate of change of discretionary income appears to 
have accounted for nearly all of the variation in total: 
disposable income, particularly from 1952 on. Discre- 
tionary income actually declined in the three postwar 
recessions, whereas disposable income continued to in- 
crease, though at a slower rate, during the 1953-1954 


_ and 1957-1958 recessions. 


If quarterly percentage changes in discretionary in- 


come are matched against quarterly changes in personal 


consumption expenditures during and in the year imme- | 
diately following the two recent postwar recessions, a 
rough pattern of “discretionality” among various types 
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of consumer spending emerges (see chart, page 15). In 
both of the recessions and ensuing recoveries, durable 
goods expenditures—particularly automobiles and parts, 
and furniture and household equipment—generally 
demonstrated extreme responsiveness to changes in dis- 


cretionary income. Changes in nondurables and service (A.) Y = .16+.850X; 
expenditures moved more nearly in accord with dis- r (coefficient of correlation) =.50 
posable income and total nondiscretionary outlays, © (coefficient of determination) =.25 
respectively. The changes in total personal consumption Sy (standard error of estimate)= +3.58% 
expenditures were strikingly similar to changes in dis- ) Y = .95+1.076X,—.663X. 
posable income during both recession and postrecession r= .65 
periods. r=.42 
plas ; Sy= +3.16% 
Relationship to Durables Buying 
The average percentage decline in total durables ey aad” are ney 
spending was approximately equal to the percentage ps7] 
decline in discretionary income for the two recession Sy= +2.26% 
periods. Expressed another way, for each 1% decline in 
discretionary income, total durables spending declined Where: Y is the percentage change in durable goods 
1.1% during the two recession periods (the decline was spending in the present quarter; 
greater in the 1958 recession and smaller in the 1954 X1 is the percentage change in discretionary 
recession). For every 1% decline in discretionary in- income in the previous quarter; 
come, the average decline in automobiles and parts, the X2 is the average percentage change in du- 


most volatile spending component, was 2.5% (here, too, 
the sensitivity was much greater in 1958 than in 1954). 
The response was similar, but somewhat less dramatic, 
for furniture and household equipment. Spending for 
nondurables and services actually increased during the 
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Three Equations for Quarterly Per Cent Changes in 
Consumer Durables Spending, 1953-1960 


rables spending in the previous four quarters; 
X3 is the percentage change in consumer 
instalment credit extensions in the current quarter. 
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recession periods, which suggests the relatively nondis- 
cretionary, nonpostponable character of these types of 
expenditure. 

Conversely, for each 1% increase in discretionary in- 
come during the two postrecession periods, the average 
increase in total durables spending was 1.7%, in auto- 
mobiles and parts 2.9%, and in furniture and household 
equipment 1.0%. Nondurables and service spending in- 
creased less than 1%. 

Consumer spending for nondurables and services gen- 
erally increased slightly less rapidly in recession periods 
than in the ensuing year of recovery (see chart on page 
15), partly owing to a varying rate of price inflation, 
particularly in services. It doubtless also reflects the fact 
that in many categories of nondurables and services, 


Percentage Changes in Discretionary Income, Durable 
Goods Spending, and Instalment Credit Extensions 
fo 
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This is the first of a series of short articles on the 
application of Tar CONFERENCE Boarp’s discretion- 
ary income series. The material presented here is 
mainly illustrative; it is hoped that companies in 
consumer-goods fields will find in the data sugges- 
tions for more direct application to their own 
markets. 


there are certain nonessential components which tend to 
react to the business cycle. 


Equations for Durables 


Regression analysis reveals that changes in durables 
spending are related more closely to changes in discre- 
tionary income than to changes in disposable income, 
and more closely to changes in discretionary income in 
the previous quarter than in the same quarter. 

A simple correlation of quarterly percentage changes 
in durables personal consumption expenditures with 
quarterly per cent changes in discretionary income, 
lagged one quarter, from 1953! to 1960 yields a coeffi- 
cient of correlation r=.50 (see top panel of chart on 
page 16). Many other variables besides income un- 
doubtedly influence consumer durables spending— 
among them the rate of household formation, the asset 
position of consumers, prior changes in spending, and 
credit. The last two will be considered here. 

Judging by its closeness of fit to the unexplained 
residual in equation A, an average of quarterly per- 
centage changes in durables spending in the prior four 
quarters is a useful indicator of recently accumulated 
stocks of hard goods. If this measure of the spending 
rate has been running high, one would expect it to exert 
a dampening effect on current durables outlays, and 
vice versa. Insertion of this measure as an independent 
variable improves the correlation significantly, and 
yields a coefficient of r=.65. (Values for this equation 
are shown in panel 2 of the chart on page 16.) 


Influence of Changes in Credit Extensions 


Much of the remaining “unexplained” variance in 
durables spending appears to be closely related to 
changes in consumer instalment-credit extensions. Addi- 
tion of this third variable yields a new equation with 
r=.84. However, fluctuations in new credit occur con- 
currently with, and partly as a result of, changes in 
current consumer outlays, and cannot properly be con- 
sidered an explanatory independent variable. 

What, then, are the influences affecting changes in 
new credit extensions? 

Fluctuations in the rate of instalment credit exten- 
sions move in much the same manner as discretionary 
income itself, occasionally with a lag (see the bottom 
of chart at left). The extreme variations in credit have 


1 The first year following the suspension of credit controls 
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generally exceeded the percentage changes in income, in 
terms of amplitude. This suggests that significant in- 
creases in discretionary income generate optimism about 
future income expectations and create a willingness to 
go into debt. A scatter analysis of percentage changes in 
discretionary income and percentage changes in con- 
sumer instalment debt extensions in the following quar- 
ter reveals that in recent postwar years, on the average, 
a given percentage change in discretionary income has 
been followed, in the next quarter, by roughly twice as 
large a percentage change in new instalment credit ex- 
tensions in the same direction. 

Supply factors such as easier or tighter credit terms 
also encourage or discourage debt formation. For ex- 
ample, in 1954-1955, when the repayment period for 
automotive debt was lengthened, consumers resorted to 
instalment debt in much greater amount than the in- 
crease in income would otherwise have suggested. The 
third panel of the chart on page 16 shows the closeness 
of fit between changes in instalment credit extensions 
and the unexplained residual in durables spending dur- 
ing this period. 


Nonincome Considerations 


The wide fluctuations in consumer expenditures for 
durable goods in recent years have thus been signifi- 
cantly (though by no means entirely) influenced by 
changes in that share of disposable income that is rela- 
tively free of present or prior spending commitments. 
Nonincome considerations also appear to have exerted 
an important influence on durables buying. If consumers 
have made hard-goods purchases in large amount in 
recent quarters, they are less apt to respond to increases 
in income than if they had not made such purchases. 


And subjective factors that influence the consumer’s 


willingness to incur debt in order to make hard-goods 
purchases are also of importance, as indicated by the 
comparatively large unexplained variance in durables 
buying (from equation B), and by the close relationship 
between this variance and the rate of instalment credit 
extension. 
AuFrep TELLA 
Division of Business Analysis 


Business Bookshelf 


Readings in Property and Casualty Insurance—A collection of 
fifty-four articles that describe the basic principles and 
characteristics of property and casualty insurance, and 
analyze some of the more important problems, trends, and 
operating techniques in these areas of risk and insurance 
administration. By H. Wayne Snider. Richard D. Irwin, 
Inc., Homewood, Illinois, 1959, 543 pages. $6.50. 


The Politics of National Party Conventions—Discusses the man- 
ner in which presidential and vice-presidential candidates 
are selected in national conventions. The party out of 
power and the party holding office are examined as entities 
as regards decision making by delegations, convention vot- 


ing behavior, candidate strategies, and the relationship be- 
tween convention action and election results. By Paul T. 
David, Ralph M. Goldman, and Richard C. Bain. The Brook- 
ings Institution, Washington, D. C., 1960, 592 pages. $10.00. 


Programming for Digital Computers—The author discusses the 
functioning of various components of digital computers, and 
outlines some techniques for developing, coding, and testing 
programs to be used in preparing problems for solution by 
computers. By Joachim Jeenel. McGraw-Hill Book Com- 
pany, Inc., New York, 1959, 517 pages. $12.00. 


The Allocation of Economic Resources—A collection of thirteen 
essays dealing primarily with allocation and distribution of 
economic resources. The authors are colleagues and students 
of Professor Bernard Francis Haley, to whom the volume is 
dedicated on the occasion of his sixtieth birthday. Stanford 
aa Press, Stanford, California, 1959, 244 pages. 

00 


The Image Merchants—Examines the public relations function, 
particularly as carried on by independent consultants in the 
field. The author describes the origins and methods of 
operation of several public relations firms, using case his- 
tories from the experience of each by way of illustration. By 
Irwin Ross. Doubleday & Company, Inc., Garden City, New 
York, 1959, 288 pages. $4.50. 


The Management of Grocery Inventories in Supermarkets—This 
book examines the economic and operating problems of 
supermarket inventory systems and proposes procedures for 
more effective management of grocery stocks. By Edgar A. 
Pessemier. Economic and Business Studies, Bulletin No. 32, 
April, 1960, Washington State University, Pullman, Washing- 
ton, 192 pages. $2.00. 


The Economics of Money—An introduction into the theory and 
practice of the financial system, with heavy emphasis on 
English institutions. Contains useful summaries on English 
banking institutions and English techniques of monetary 
control. By A. C. L. Day. Ozford University Press, London, 
1959, 248 pages. $1.20. 


Gold and the Dollar Crisis—An analysis in historical perspec- 
tive, of the recent loss of gold by the United States and the 
rise in foreign short-term claims. The remedy suggested is 
the ““Triffin proposal” for internationalization of the foreign- 
exchange component of world monetary reserves. By Robert 
ree Yale University Press, New Haven, 1960, 195 pages. 

4.75. 


Income Tax Exemptions—An analysis of the effects of personal 
exemptions, standard deductions, and tax credits on the 
federal income-tax structure, with special emphasis on the 
tax progressivity, the distribution of the tax burden, and 
incentive-to-work effects. By Michael E. Levy, North- 
Holland Publishing Company, Amsterdam, The Netherlands, 
1960, 148 pages. $4.00. 


Corporate Records Retention—This third volume of a trilogy on 
corporate records retention covers the statute requirements 
of the fifty states concerning the length of time various cor- 
porate records should be retained. Requirements of each 
state are presented under four principal subheadings: corpo- 
rations, general; taxation; labor; and specific industries, 
primarily banking, insurance and utilities. By Robert B. 

' Wheelan. Controllership Foundation, Inc., New York, 1960, 
1,022 pages. $20.00. 


Mergers and The Clayton Act—This study of the history of sec- 
tion 7 of the Clayton Act considers questions arising under 
the original version of the law that concerned corporate 
acquisitions of stock and questions arising under the 1950 


BUSINESS RECORD 


amendment that covers both acquisitions of stock and as- 
sets. By David Dale Martin. University of California Press, 
Berkeley and Los Angeles, 1959. 351 pages. $6.00. 


U. S. Business in Japan: Problems and Opportunities—This re- 
search report discusses the profit possibilities of manufac- 
turing operations in Japan and the legal restrictions and 
other impediments faced by United States investors and 
oo Business International, New York, 1959, 61 pages. 

30.00. 


Productivity and Policy Decisions —A monograph intended to 
help management understand the controversial issue of 
productivity. It examines the concepts and the methods of 
measuring productivity and the implications surrounding 
the application of such data to decisions on wages, prices 
and profits. By Richard A. Beaumont. Industrial Relations 
Counselors, Inc., Research Monograph Number 18, New 

_ York, New York, 1959, 55 pages. $2.75. 


Soviet Handbook, 1959-1965—A statistical and graphic ac- 
count of U.S.S.R. achievements and of the targets of their 


seven-year plan for economic development. Soviet Booklets, 
Booklet No. 57, London, England, 1959, 70 pages. $2.80. 


Government and Business—A text covering the range of busi- 
ness regulations problems. Included are sections on regula- 
tion of combinations, pricing practices, and business prac- 
tices. By Ronald A. Anderson. Southwestern Publishing 
Company, Cincinnati, Ohio, 1960, 681 pages. $7.25. 


Handbook of Public Relations—Contributors discuss various 
public relations principles, techniques and programs, and 
how they may be applied in industry, commerce and public 
enterprise. Edited by Howard Stephenson. McGraw-Hill Book 
Company, New York, 1960, 855 pages. $12.50. 


‘Standard Costs for Manufacturing—This is the third edition of 
a text on standard costs designed for use by both students 
and business practitioners. The author discusses the devel- 
opment, installation and management of standard cost 
systems, with emphasis on ways of setting standards for 
various cost components such as direct and indirect labor, 
materials, maintenance, utilities, etc. The material is sup- 
plemented by charts and diagrams throughout. By Stanley 
B. Henrici. McGraw-Hill Book Company, New York, 1960, 
402 pages. $8.50. 


| Industrial Estates—The author discusses the planning and de- 
velopment of industrial estates, described as tracts of land 
that are subdivided and developed for the use of a com- 
munity of industrial enterprises. The material covers the 
evaluation of economic characteristics of industrial estates; 
sponsorship and organizational structure; elements of pre- 
project planning; location, layout, and development; plan- 
ning and design of buildings; and financial management. 
Twenty-two case studies supplement the text. By William 
Bredo. The Free Press, Glencoe, Illinois, 1960, 240 pages. 
$6.00. 


Small Industry Advisory Services—This is an international study 
of the channels and techniques by which technical and 
managerial knowledge is transferred to small-scale enter- 
prises and industries. It is intended primarily for the guid- 
ance of agencies and individuals concerned with the indus- 
trialization of underdeveloped areas and the modernization 
and growth of small business units. By Joseph E. Stepanek. 
International Industrial Development Center, Stanford Re- 
search Institute, The Free Press, Glencoe, Illinois, 1960, 
193 pages. $6.00. 


| Return on Capital as a Guide to Managerial Decisionsx—The re- 
_ port discusses various aspects of the use of return on capital 
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as a management tool under the two major uses: rate of 
return for measuring periodic profit performance, and rate 
of return as a guide to planning capital spending. The mate- 
rial is supplemented by charts and tables throughout. 
National Association of Accountants, New York, 1959, 107 
pages. $2.50. 


Automatic Data-Processing Systems: Principles and Procedures— 
The authors offer a text on electronic business data process- 
ing for use by both novices and professionals in the field. 
The material is divided into seven major topics: an intro- 
duction to machine programing and data processing, de- 
scriptions of automatic data processing equipment and com- 
ponents, programing and processing procedures, principles 
of processing systems, systems design, the acquisition and 
utilization of equipment, and system reexamination and 
prospective developments. Charts and diagrams supplement 
the text. By Robert H. Gregory and Richard L. Van Horn. 
Wadsworth Publishing Company, Inc., San Francisco, 
California, 1960, 705 pages. $11.65. 


An Analytical Approach to Advertising Expenditure Strategy— 
A skilled mathematician, with marketing research experi- 
ence, presents a challenging concept of how mathematical 
techniques can be used to better understand the dynamics 
of advertising and to direct advertising expenditures. This 
report explains the development of Mr. Weinberg’s theories 
concerning advertising expenditure strategy, shows how his 
mathematical models are constructed, and then illustrates 
some of the applications. By Robert S. Weinberg. Association 
of National Advertisers, 155 East 42nd Street, New York 17, 
New York, 1960, 125 pages. $2.50 (ANA members), $5.00 
(non-members). 


Electronic Computers and Their Business Applications—This work 
on business data processing is designed primarily for those 
with no previous electronic computing experience. After de- 
scribing the history and principles of electronic computers 
and how they work, the authors discuss the techniques in- 
volved in “EDP,” including system studies, flow charting, 
coding and programing. The remainder of the text is de- 
voted to descriptions of how various business data process- 
ing tasks have been put on computers. The material is sup- 
plemented by charts and diagrams throughout. By A. J. 
Burton and R. G. Mills. Ernest Benn Limited, London, 
England, 1960, 325 pages. $6.30. 


Consumer Markets 
[Continued from page 5] 


area), the improvement in per capita buying was also 
well below par; in the other two it exceeded the norm. 

The geography of the consumer market is in a con- 
tinuous condition of transition. The shifting emphasis of 
industrial location and the concommitant movement of 
people are not only reshuffling the “where” of demand, 
but are also altering the content of the family shopping 
basket within established market areas. For in both 
rapidly expanding communities and those that are fail- 
ing to sustain their relative importance, there is a 
gradual change in the structure of population, in its 
economic composition, and in the nature of the goods 
and services that it demands. 


Fapran LInDEN 
Division of Consumer Economics 


[The Shift to the Suburbs will be discussed next month ] 


A Discussion: 


|. The Consumer and the New Business Cycle 


by George Katona 


Director, Economic Behavior Program, Survey Research Center, 
University of Michigan 


T IS rather generally accepted that the character of 
the business cycle has changed. The three postwar 
recessions were all fairly short and mild. For the next 
decade or two, most students expect similar fluctuations. 
Longer and deeper depressions are thought to be avoid- 
able because there now exist automatic stabilizers, and 
in case of need there is the possibility of effective anti- 
recession action on the part of the government. 


MORE ACTIVE CONSUMER ROLE 


A second change in our economy likewise has taken 
place over the past twenty-odd years: the role of con- 
sumers has changed. They now play an active role by 
sometimes stepping up their discretionary expenditures 
and sometimes restricting them without regard to 
changes in their income. During the postwar years the 
fluctuations in the purchases of homes and durable 
goods bought on instalment were greatly influenced by 
the changes in the attitudes and expectations of 
consumers. 

Are these two developments related to each other? 
Have the consumers contributed to make our economy 
more stable? 

At first appraisal, the reverse conclusion suggests 
itself. Occasionally, changes in consumer sentiment 
have amplified the fluctuations in the sales of automo- 
biles and household appliances. Furthermore, it has 
been argued that the masses of consumers are unin- 
formed, suggestible, subject to manipulation, and there- 
fore inclined toward excessive behavior. The fact that 
the control of economic development—the rate of 
growth of the economy as well as the extent of economic 
fluctuations—no longer is exercised by a fairly small 
number of entrepreneurs and the government, but now 
is shared by millions of middle- and upper-middle in- 
come consumers, would then contribute to a decrease in 
the stability of our economy. 

Alternatively, however, one may argue that consum- 
ers are inherently conservative and sane and that the 
unorganized masses are more resistant to the spread 
and exaggeration of rumors than cohesive groups. Con- 
sumers are less aware of what other consumers do than 

1 This paper originally appeared in a publication of this title issued 


by the Foundation for Research on Human Behavior, Ann Arbor, 
Michigan 
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business leaders who watch the actions of their competi- 
tors and often follow them. In sum, the errors of over- | 
exuberance during a boom and of overcaution during a | 
depression are characteristic more of business action | 
than of consumer action. 


CONSUMERS INHERENTLY CONSERVATIVE 
Studies carried out by the Survey Research Center of | 
the University of Michigan during the past twelve years | 
and summarized in my new book, ‘The Powerful Con- | 
sumer,’ support the second view. To be sure, certain | 
consumer attitudes and expectations do change fre- 
quently and substantially and make for fluctuations in | 
consumers’ discretionary expenditures that are much | 
greater than the fluctuations in consumer expenditures | 
for necessities or convenience goods. Also, it is possible © 
for the consumers to lose their sanity under the influence ~ 
of repeated severe shocks. Then, what psychologists call 
catastrophic behavior is adopted, and mass hysteria, | 
characterized by cumulative and self-justifying expecta- | 
tions, spreads widely. But, most commonly, consumer 
sentiment is governed by certain fairly stable features | 
which, although they appear to influence the business | 
cycle considerably, rarely have been analyzed. This is 
what we found: 


1. In time, people are satiated with good news as well as 
with bad news. What is economic news? Anything that. 
happens in the economy about which information is_ 
transmitted may be the answer of the expert. But for | 
most people only what is new is news. In the winter of | 
1954-1955 rising sales and production were news; so was | 
the automobile boom later in 1955, and the growth of | 
expenditures on business plants and machinery in the | 
first half of 1956. But when, over two or three years, 
production, sale, and profit figures continue to show 
monotonous increases of 5% or 10%, the news tends to- 
become less and less salient. People get accustomed to a 
certain type of news, do not notice it, and do not react | 
to it. 

Furthermore, after a few years of continuous good ~ 
news, people are apt to notice slight divergent tendencies 
and watch out for them. Similarly in the recession: | 
when the tempo of decline no longer accelerates and 


2°The Powerful Consumer—Psychological Studies of the Amer- 
ican Economy,” McGraw-Hill Book Company, New York, 1960 
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unemployment stops growing, many people get accus- 
tomed to the bad news and are sensitized to good news. 


2. Business news is compared to personal experiences. 
Most commonly, business news is evaluated in terms of 
its relevance to one’s own situation. This does not mean 
that news of a recession does not affect a government 
employee or a professor with a stable job and fixed sal- 
ary. These people belong to groups and are influenced by 
what happens to their friends, their community, and 
their country. What concerns us here, however, is that 
not every single family is better off in prosperous times 
and not every family is worse off in a recession. In addi- 
tion to unique changes in personal or family situations, 
there are islands of business which do not participate in 
the general trend: for instance, were prosperous in 1958 
or in an unsatisfactory situation in 1956. For families 
whose income remains unchanged when everybody else’s 
goes up, things are truly bad. For families whose income 
remains unchanged when everybody else’s goes down— 
this is the impression many people get during a reces- 
sion—things are good. In 1954, for example, many 
people heard of the dire prediction about a forthcoming 
depression and found reassurance in the fact that they 
themselves were not affected. When they then stepped 
up their spending, countercyclical tendencies were set in 
motion. Similarly, early in 1957 many people deplored 
not having shared in what they called the general boom 

and acted accordingly. 


3. Levels of aspiration are only slightly above levels of 
achievement. Changes in levels of aspiration are a core 
matter of a dynamic economy. Achievement does not 
fully satisfy people. A person who finally achieved his 
cherished goal and became an executive in his firm with 
a salary which just a few months ago seemed to him 
ideal, is not saturated with success; he will soon raise his 
sights and strive for further advancement. Similarly, 
after having bought a house, a car, a washing machine, 
or clothes dryer, our desires are not satiated; other 
previously suppressed needs and desires arise. This 
dynamics of need satisfaction is a major feature of 
prosperous times. Does it necessarily lead to excesses? 
While it is true that we raise our sights following accom- 
plishment, and lower them following failure or frustra- 
tion, it appears that we raise our sights only slightly 
above the actual accomplishment level. We want a little 
more income, a few additional goods, and a somewhat 

_ better house than we have. Even our desires and fancies 
are reality bound and reality tested. Slow and gradual 
growth in need satisfaction and slow and gradual de- 
cline in abstention from gratifying needs follow from 
_ these psychological tendencies. 


4. Social learning is a slow process. Under most circum- 
stances social learning—the acquisition of new convic- 
tions by broad groups of people—is a slow process. 
Even contrary personal experiences do not necessarily 
shake the beliefs and opinions held. For instance, masses 
of people believe today that high expenditures for 
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rearmament are not good for the economy because the 
money is, as they say, wasted rather than serving to 
raise the standard of living, or because deficits are bad. 
These beliefs are widely held even though thousands and 
thousands of people had the best years of their lives 
when rearmament expenditures were high and deficits 
considerable. The same is true of the conviction that 
inflation is bad. Even people whose income automat- 
ically keeps pace with prices, or those who profit from 
inflation, do not attribute their income gains to infla- 
tion. Income gains are thought to be the result of one’s 
own accomplishments or, occasionally, of lucky breaks. 
Inflation, on the other hand, is considered detrimental 
to the enjoyment of the fruits of one’s labor. 

Such broad generalizations as “inflation is bad,” 
“what goes up must come down,” “trees don’t grow to 
heaven” are inherently conservative. Because of such 
beliefs people react to inflationary news by restricting 
their discretionary purchases. This is the case when 
small and gradual price increases are expected: here is 
one of the crucial differences between creeping and run- 
away inflation! Buying more freely when prices are 
stable and buying less when prices are rising are forms 
of behavior the effect of which is countercyclical; they 
help to reduce the fluctuations in the economy rather 
than making them excessive. 


5. Some consumer practices are conservative. Diversifi- 
cation is a widely prevailing practice. Even people who 
do not argue consciously that it is wrong to put all your 
eggs in one basket abstain from backing the most prob- 
able course with all their means. Let us look at inflation 
again. Many people who are convinced that over a 
decade or two sizable price increases are inevitable keep 
some money in savings accounts. They know that what 
appears probable still is not certain and they take into 
consideration that there are some risks involved in the 
stocks they have bought as hedges against inflation. 
Most people have invested only a small part of their 
available funds in common stock and have only one im- 
portant hedge against inflation: the house they own. 

That people are fond of buying on time and that they 
look at the amount of monthly payments rather than 
the size of the carrying charges has occasionally been 
cited as indicative of the impulsive or irrational con- 
sumer. But paying while using is not a new idea and 
seems right. What matters most financially is the rela- 
tion of monthly charges to the family income at the 
time the payments are met. In this area, as well as 
regarding the mortgage payments when a house is pur- 
chased, very many families prepare accurate estimates. 
They calculate the size of the monthly payments they 
can afford to make, and the monthly payments de- 
ducted from their income in advance serve as an effec- 
tive budgetary device which restrains impulse buying. 


INFLUENCE OF CONSUMER BEHAVIOR 


Are the five stable features of consumer behavior that 
we have just described effective? This can be demon- 
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strated by describing how the consumers have influ- 
enced the economy during the past ten years. Only in 
three instances was the operation of self-fulfilling and 
cumulative consumer expectations observed. And in 
each instance the bandwagon effect was arrested before 
it became very serious. 

At the outbreak of the Korean war, there was scare 
buying and hoarding. But these manifestations of con- 
tagion and excessive behavior disappeared as soon as the 
fear of large-scale war and of resulting shortages sub- 
sided. In 1955, favorable attitudes toward the automo- 
bile market and the news that more and more people 
were buying cars helped to transform desire into de- 
mand for new cars. There is evidence that people who 
were usually used-car buyers bought new cars that year 
and that people traded in their cars earlier than usual. 
But the process lasted only a few months, and not more 
than 1 million car buyers were influenced by the con- 
tagion or by cumulative attitudes. In 1958, the notion 
that this was not a good time to buy a car was reinforced 
by the news that car buying had slumped; in other 
words, that people all over the country were feeling the 
same way. Similarly, uneasiness and worry about the 
employment situation were confirmed and reinforced by 
the news about rising unemployment. Yet the recession 
had other causes as well, and the buyers’ strike was far 
from general and did not last long. 

In contrast to the occasional occurrence of excessive 
behavior, there were several instances when consumer 
reactions resulted in small recessions being arrested 
early and inflationary movements being reversed after 
a short flurry. After it is fulfilled, an expectation may 
disappear or even generate a reverse expectation. People 
may expect price increases, and after prices have risen 
feel that the factors producing them have exhausted 
themselves. Then different price expectations may arise. 

Thus inflation following the end of World War II 
generated expectations of price declines in 1948-1949, 
and the reduction in prices at that time was accom- 
panied by an improvement in consumer inclinations to 
buy. Consumer resistance to price increases in 1951 and 
the optimism that arose in 1954 during a period of 
relatively low levels of production are among the most 
important instances of reversal in sentiment noted dur- 
ing the past ten years. In 1949, 1951 and 1954, con- 
sumers were the decisive force in the economy; in 1956-— 
1957, they contributed to not letting the boom get out 
of hand; and in 1958 they contributed to recovery 
through maintaining their spending on nondurables. 
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The consumer is not a rational, calculating robot. He 
has only limited information and understanding of what 
goes on in the economy. But when it really matters, he 
usually does not act impulsively and emotionally. Be- 
cause of certain deep-seated and enduring tendencies 
which we have described, he usually helps to mitigate 
inflation and recession and does not contribute to exag- 


gerating boom conditions. The much maligned, often — 
misunderstood, and unorganized consumer is a stabiliz- — 
ing force in our economy. Therefore, the task of rectify- - 
ing economic maladjustments need not be shifted exclu- — 
sively to the government. 


Business Bookshelf 


Developing the Corporate Image —A number of contributors | 
discuss the corporate image—the way a company appears to © 
stockholders, employees, buyers, and vendors—and some of 
the methods and techniques for creating, evaluating and 
changing it. Edited by Lee Hastings Bristol. Charles Scrib- 
ners Sons, New York, New York, 1960, 298 pages. $5.95. 


The Role of the Managing Director—A review of some of the | 
elements that make up the management responsibilities of 
chief executives, illustrating by means of a number of case 
histories the various ways that executives approach their 
responsibilities. By George Copeman. Business Publications 
Ltd., London, 1959, 284 pages. $5.88. 

People, Jobs and Economic Development—Drawing heavily from — 
Puerto Rican experience, but supplemented with informa- | 
tion from Mexico and other countries, this book relates 
economic development to changes in manpower and popula- 
tion in underdeveloped areas. By A. J. Jaffe. The Free Press 
of Glencoe, Glencoe, Illinois, 1959, 381 pages. $6.00. 


The Art of Working With People—The author presents some 
techniques for dealing with other people in solving business 
problems. The techniques described revolve about under- | 
standing the problems, understanding the people involved, | 
and communicating and negotiating with people to solve the ~ 
problems. By Edward Hodnett. Harper & Brothers, New | 
York, New York, 1959, 181 pages. $3.95. 


Implications of Rise in 
Belgian Exports 


“. . . There are still many people who believe that the im- | 
provement in Belgian exports is largely directed towards the | 
United States, and results in particular from the steel strike, 
The figures show that this is not the explanation. Between the 
first and the fourth quarters of 1959, Belgian sales of iron and 
steel to the United States increased by F 219 million, whereas 
total Belgian exports increased by F 8,300 million. Admittedly, — 
the figures were momentarily inflated by the steel strike during | 
the second and third quarters of the year, but this influence | 
quickly disappeared. The significance of the strike for the 
Belgian export trade was singularly small, in comparison with 
the increased sales of other goods and the success of Belgian | 
exporters in the European markets. . . .” 


‘<. . . If (as is scarcely probable) there should be a recession 
in the United States, the direct effect on the Belgian economy ~ 
would be comparatively small. The indirect effect would also | 
be small, for there is no longer the close mutual dependence © 
which formerly existed between European and American — 
business conditions. In 1957-1958, when the American reces- 


‘sion was at its worst, the sales of European goods to the © 


United States did not diminish, but rather increased. Belgium’s ~ 
neighbors in Europe, which are in fact her most important 
customers, are thus unlikely to be seriously affected by an © 
American recession.”—Source: Economic Bulletin, 1960, Ban- 

que de Bruzelles 


BUSINESS RECORD 


A Discussion: 


ll. A Fresh Look at the Business Cycle 


by Martin R. Gainsbrugh 


Chief Economist, National Industrial Conference Board 


N MY JUDGMENT the approach which George 
Katona, The Survey Research Center, Al Hart, 
Irwin Friend and others pioneered may well prove to be 
the most significant contribution in the field of eco- 
nomics since the development of national accounts. 
Only of late has the development which bears the 
label of the school of “economics of expectation” begun 
to receive the professional attention it deserves. Much 
credit is due the Foundation for Research on Human 
Behavior for nourishing this movement when it needed 
help the most. Much of lasting character was also con- 
tributed by the five Federal Reserve studies of anticipa- 
tory data, which still contain many valuable suggestions 
for the development of new anticipatory data and the 
enrichment of existing data. 


TAPPING PLANNING PROCESS EARLY 


The essence of this approach is the tapping of the 
planning process as early as those plans take formal 
shape. In modern-day industrialized societies, actions 
stem from the planning process. Business makes plans, 
and from these plans emerge appropriations, authoriza- 
tions, commitments and expenditures. Governments— 
federal, state and local—make plans and these plans in 
turn foreshadow actions. And so do consumers plan and 
from such plans flow subsequent consumer actions. 

_ So businesses, governments and consumers plan. Now 
add this corollary: the earlier we tap the planning 
process, the greater the lead time we have on the prob- 
able course of future action. But the earlier we tap the 
planning process the greater is the risk that actions may 
well be influenced by alterations of plan. This then 
suggests that not only must expectations be tapped 
early to gain maximum lead time but they must also be 
tapped frequently since the firmness of plans is appar- 
ently conditioned significantly by the plan’s time span. 

So much by way of general comment. And please 
believe that this laudatory prologue is sincere. If I take 
issue in subsequent comments with some of the views 
expressed by George Katona it will not be for the pur- 
pose of challenging or detracting from his monumental 
contributions to the gentle art of business analysis and 
forecasting. In fact, the contributions of the economics 
lof expectations give greater promise of transforming 
: 1 Abridged from” Mr. Gainsbrugh’s paper as published by the 


Foundation for Research on Human Behavior. (See footnote on 
page 20, column 1) 
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that art into a science than anything else we have de- 
veloped over the past quarter of a century. National 
accounting has enabled us to single out those elements 
in our society that are most volatile. Expectational eco- 
nomics trains its sights upon those as yet intransigent 
elements and attempts to foreshadow their subsequent 
course through the pragmatic approach of tapping the 
planning process. 


CURRENT CYCLICAL POSITION 


My remarks here are impromptu since I had no 
advance knowledge of the results of the Survey Re- 
search Center’s latest tappings. From the outline sub- 
mitted to me, I knew that George Katona would be 
unveiling a new thesis that consumers by their actions 
have contributed toward greater cyclical stability post- 
war. Using the charts I have prepared, I would like to 
compare the actualities of consumer performance as 
reflected in the three postwar cycles with George 
Katona’s postulated performance. 

Finally, I would like to reexamine anew the thesis of 
the middle years I have elsewhere advanced as that 
relates to postwar cyclical performance. In essence, the 
line of argument I put forth fully four years ago? was 
that the brief duration of our postwar cycles was not a 
product of structural or institutional change but was 
instead “par” for the postwar course. Wars traditionally 
are stimulative to the victor. They produce changes in 
liquidity, create huge backlogs of demand, and also dis- 
tort stock-income relationships (the so-called capital 
coefficients). 

Historically, the odds for the first postwar decade 
would favor the type of cycle and record of economic 
growth that did emerge. How, then, does this mesh with 
the thesis of the “new business cycle’’? 

I am of the opinion that it is still too early to advance 
the new business cycle thesis. Nevertheless, the strength 
of the economy and particularly of consumption in the 
not-so-mild but brief 1958 recession leads me to give 
more credence to the idea than I would have earlier. Let 
this rather surprising stability become manifest again in 
the next recession and I expect there will be many, 
including perhaps myself, who will be climbing aboard 
the new business cycle bandwagon. However, as we 
enter the 1960’s I’m still inclined to drag my feet. I’m 


2 For instance, in an address before the Machinery and Allied Pro- 
ducts Institute, Washington, D. C., November 2, 1956 
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still suffering perhaps from the trauma of having been 
graduated in the Class of 1928; of having left the 
sheltered halls of Columbia’s Graduate School to try 
my luck at earning a living in the business world in 1932. 
And of having etched into my mind by W. C. Mitchell 
the need for humility regarding any new theory of busi- 
ness cycles. I recall as if it were yesterday, rather than 
three decades ago, the capstone of years of review of the 
post-World War I economy in “Recent Economic 
Changes.” One conclusion offered was: “Our situation is 
fortunate; our momentum is remarkable.” The date of 
the publication was April, 1929. 


USE OF HISTORIC PARALLELS 


May I pay my lack of respect first to those students 
of cyclical periodicity who are already pinpointing the 
timing and the onset of the next recession. Using the 
reference points established by the National Bureau of 
Economic Research, they add thirty months to the 
turning point of April, 1958, and, presto, October— 
November, 1960, is Der Tag. This is a complete mis- 
reading of cyclical statistics, including the evidence that, 
in the twentieth century, business expansions have 
tended to lengthen. Even worse, it is a mechanical, if 
not a fatalistic, type of analysis which gives no recogni- 
tion to the basic conclusion that emerges from business 
annals of the National Bureau of Economic Research. 

Every cycle, say Mitchell, Burns, Moore, et. al., has 
differed from its predecessor, and is in many ways 
sui generis. The policies we pursue in 1960, the decisions 
made by consumers, businesses and government now 
and in the months ahead will determine the character, 
duration and amplitude of this cycle rather than a 
simple chronological relationship with April, 1958. The 
business cycle rhythm is not to be confused with 
periodicity. 

I’m not inclined to throw away the use of historic 
parallels even though each cycle differs. Much can be 
learned by using historical analogy. In fact, a strong 
case can be made for contending that the relatively 
mild pattern of this recovery and expansion should tend 
to lengthen its span well beyond the highly synthetic 
“thirty-month average.” If we add to this the slow but 
steady upward push of capital expenditures, the re- 
straints in expansion stemming from the steel strike, the 
changing character of capital expenditures as we enter 
the Sixties, the warrant for saying that the days of 
recovery in 1960 are numbered is highly suspect. 

Those who go counter to the fraternity’s consensus of 
good times in 1960 claim that Katona’s survey casts 
doubt on the strength of consumption, particularly of 
durables in 1960. Enamored as this group may be of 
expectations, let’s recognize that that approach may 
also be beclouded at times by random factors. In such 
instances it may be well to recall that consumption and 
income are still closely related and that rising current 
personal income, and anticipations of even higher per- 
sonal incomes in the months ahead, have been and 


should continue to be precursors of expanded outlay 
for the big-tag items. Here is one time I would supple 
ment, if not supplant, Katona’s expectations approac!| 
with later data or with theory—or both. 


POSTWAR CYCLICAL PERFORMANCE 


Theories of the relations of consumption to the busi 
ness cycle have fluctuated wildly in the twentieti 
century. See how “old hat’? Mitchell’s views sound ij 
contrast to George Katona’s 1960 model: 


. . the alferation that does occur in the output C 
industry is distinctly greater with reference to producers’ that 
fo stable consumers’ goods. That is, the amount of fooc 
clothing, and the like produced by the community for its ow: 
current use is steadier than the business barometers suggest. 

‘'The wholesale discharges of workingmen, which occu 
during a crisis and again when the leftover contracts ani 
accumulated stocks of materials have been worked off, causi 
a decline in consumers’ demand. Many business and pro 
fessional men likewise are compelled fo retrench their famil) 
expenditures. Few people may starve; but tens and hundreai 
of thousands are forced to put up with a less varied or a les 
abundant diet. Other lines of expenditure are reduced mor) 
sharply than the purchases of food. Clothing and furnitury 
are used longer before being discarded and are replaced & 
urgent need by cheap articles. Fue! and light are economize# 
fo an uncomfortable degree; amusements, travel, and all thy 
dispensable adjuncts to comfort are pared down. Accumu 
lated savings, personal credit at retail shops, and persone 
property that can be pawned are gradually eaten up b& 
those hardest pressed: As these resources are exhausted, thi 
straits of many families become worse and their purchase 
of commodities are progressively reduced. ‘2 


PASSIVITY OF CONSUMPTION FUNCTION 

Some twenty-five years ago, in “High-Level Com) 
sumption,” W. H. Lough and I began to manifest con: 
cern about the emergence of increasingly optional con) 
sumption and the threat it might pose of increasing 
cyclical instability. We did that in the face of the growin# 
acceptance of Keynes’ thesis of the passivity of the 
consumption function. 

Recall the furor in 1946 when Arthur Burns threat 
ened to topple this main pillar of the Keynesian edifice 
In the 26th Annual Report of the National Bureau o» 
Economic Research, “Economic Research and _ the 
Keynesian Thinking of Our Times,” Burns stated: 


. the second main pillar of the Keynesian edifice . . 
(is) that the’ consumption function is highly stable. Thir 
assumption raises important questions of economic fact, quit 
apart from its bearing on the stagnation thesis. A tentativ 
exploration of the existing statistics indicates that the consume 
outlay corresponding to a national income of a given siz 
varies appreciably with the month of the year, the stage o 
the business cycle, and with time generally; in other words: 


1 Wesley Clair Mitchell, “Business Cycles and Their Causes,” Unit 
versity of California Press, 1959, pp. 188 and 131 
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that the consumption function is subject fo seasonal, cyclical, 
and secular shifts. 


‘Furthermore, random shifts seem so considerable in any 
one group of statistics, and to differ so much from one group 
fo another, that our ability to forecast what increment of 
consumer outlay will accompany a specified increment in 
income, to say nothing of a specified increment of govern- 
mental loan expenditure, is as yet very limited. These results 
should be tested, converted into quantitative statements if 
possible, and pushed in a constructive direction; in other 
words, a sfatistical test of the Keynesian assumption con- 
cerning the relative stability of the consumption function should 
become an incident in a positive analysis of the influences 
that play on consumer spending over time."' 


Ten years later, Sherman Maisel in “Fluctuations, 
Growth and Forecasting”’ was still saying: 


"Their fluctuations (in consumption expenditures) range 
from minor passive ones fo major forces in determining the 
total spending level. 


“Expenditures for services, for example, have been rela- 
tively stable. They fell during the Great Depression, but in 
less severe depressions mainly slowed or halted expansion. 
The same is true for the bulk of nondurable goods. The real 
volume of food and tobacco consumed does nof change 
significantly in any but the most acute depressions. The falls 
in both services and these nondurables appear to be primarily 

' passive reactions to declining income. 


“Except in two aspects, consumer expenditures in the first 
two categories do not loom large in fluctuations. The first 
aspect is that the volume of nondurables and services is so 
big that they account for a fair share of the total spending 
decrease in major depressions, even though the amplitude of 
their movement is not great. The second is that purchases of 
clothing and some other nondurables are quite flexible and 
react to even minor spending shifts. Some expenditures on 
both services and nondurables are luxuries whose movements 
tend to be similar both in cause and in effect to those of 
consumer durables. 


“Consumer durables, in contrast to the other groups, are 
of major importance in dynamic analysis. Although their 
volume is not as great, their fluctuations are highly erratic, 
subject fo a wide variety of initiating causes, and are a 

_ significant source of instability. They are more mobile than 
any other spending stream except inventories. They are 
extremely sensitive to all types of movements—far more so, in 
fact, than producers’ expenditures which normally require 
longer commitments. Consequently, they play a dominant role 

_ in fluctuations of the entire economy. If new house purchases 
are included as a household expenditure, the magnitude of 
changes in consumer spending is still further increased, for 
house purchases vary perhaps somewhat more than other 
consumer durables. ‘’! 


1Sherman J. Maisel, “Fluctuations, Growth and Forecasting,” 
New York: John Wiley & Sons, Inc., 1956 
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STRESS ON ACTIVITY 


Now as we enter the Sixties we have George Katona’s 
new thesis of a change in the character of the business 
cycle stemming in good part from the stabilizing influ- 
ence that consumers exert. Their patterns of expendi- 
ture, he believes, even for discretionary items, and 
especially for durable goods bought in instalments and 
housing, are not exclusively income determined. Con- 
sumers’ attitudes, he contends, now tend to restrain a 
boom and to maintain demand during recessions. 

I’ve tried in the charts to profile consumer actions in 
three postwar contractions to see whether in market 
performance this is how consumers have acted. Katona’s 
thesis would imply improvement over time in the con- 
tribution that consumers have made toward greater 
economic stability. One could also test actualities versus 
postulates for the period of expansion. (I’ve done so but 
haven’t arrayed the evidence yet.) Using Geoffrey 
Moore’s techniques, I’ve plotted the cumulative per- 
centage change in outlays by major sector accounts and 
within the huge sector accounts of personal consump- 
tion. Other charts not reproduced here reveal that the 
mild amplitudes of postwar cycles are not unique: they 
closely resemble those in 1923-1924 and 1926-1927. 
Also, in terms of dollars, there is clear support for 
Katona’s proposition that aggregate consumption has 
served to offset more violent swings in investment, per- 
haps more than have government outlays! 

The three charts reproduced here are easy to decode: 
1948-1949 has four quarters of recession; 1953-1954, 
five quarters; 1957-1958, three quarters. Section A of 
chart two reveals that volatility is certainly present in 
investment, that there is stability in consumption, and 
that government expenditures make an erratic pattern. 
Since Katona bases his new cycle thesis so heavily upon 
consumption, let’s decompose this sector (see chart sec- 
tions B and C). Section B shows the recession pattern by 
three economic classes. For durables, the contraction 
was more pronounced the closer we approach the 
present. Section C shows that in the last two recessions, 
the downward swings in the consumption of consumer 
durables were heavily influenced by declining consumer 
outlays for cars. There is some support for the thesis 
that consumer expenditures on other instalment items 
were better maintained. 

We have also attempted to see whether price varia- 
tion in any way contributed toward disparities in per- 
sonal consumption expenditures in these three periods of 
business contraction. However, when expenditures for 
durables, nondurables, and services are converted to 
constant dollars, the general pattern of section B is 
repeated. There is a shift in relative position for non- 
durables and services, but all the curves are in the same 
direction and are even closer together. 


NO NEW CONSUMER INFLUENCE 


Sympathetic as I am to Katona’s thesis, I find in these 
recession profiles, little indication that consumers have 
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Impact of Three Recent Recessions on Major Sectors of the United States Economy: Cumulative 
Percentage Changes Quarterly, Peak to Trough—Current Dollar Basis 
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been exerting a new stabilizing influence or that in a 
recession their spending patterns for discretionary items 

have been increasingly divorced from income change. 
Lack of data has prevented the presentation of similar 
comparisons for prewar periods. 

I don’t mean to leave this in a negative phase. 
Katona has made what to me is a gratifying and re- 
warding contribution. He has dared to suggest that, via 
the process comprised in part of education rather than 
just exhortation—yes, and with the help of Madison 
Avenue—consumers may develop a sense of “‘buyman- 
ship.” I suggested that phrase some time ago to de- 
scribe consumer buying action that is determined not 
only by self-interest, but by a growing consideration of 
the national interest as well. 

But even more important, I find my interest in 
George Katona’s new cycle thesis continuing high—even 
after my disclaimers—because it focuses upon private 

_ rather than public action, as such actions may affect the 
business cycle. 


SOURCE OF BELIEF IN STABILITY 


I’ve tried on numerous occasions to poll groups of 
_ students, educators, neighbors, and other common folk 
about their belief in greater economic stability in the 
_ years ahead. Would it stem from greater stability in 
_ private investment? Possibly some contribution might 
come from that; but not much, or not enough. The 
‘primary basis for this belief exists, as Katona rightly 
Indicated, in confidence in government action. Pressed 
hard, such action they believe would be produced by 
countercyclical government activities, particularly of 
_ the Federal Government. 
: Arthur Burns in his presidential address before the 
_ American Economic Association just a fortnight ago 
: painted a glowing portrait of the Sixties in which he 
stressed the prospect of greater economic stability 
stemming in good part from countercyclical action by 
government. On the following day the Secretary of the 
Treasury, Robert Anderson, spoke at a combined 
luncheon of the American Economic Association— 
_ American Finance Association. I commend his talk to 
you. In the course of it, he referred to the problems that 
the government faces in performing anything resem- 
bling the countercyclical functions the economist wishes 
to assign to it: 


"In my judgment,'’ he said, ‘'this approach fo the problem 
of countering’ cyclical swings in order to promote sustainable 
growth has some serious shorfcomings. . . . 

‘'From the standpoint of budget policy, a basic considera- 
tion is that decisions as to taxes and spending programs often 
reflect many factors other than broad economic considerations. 
The timely use of budget policy as a conscious countercyclical 
weapon is also influenced by the fact that authority over 
taxation and spending is the joint responsibility of the Executive 
and the Congress and is not centered in one branch of the 
government. 

"Furthermore, experience in the postwar period indicates 
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that it is much easier to achieve a deficit in a recession than 
a surplus in a boom. Large deficits in recessions, only partially 
offset by modest surpluses in periods of high and rising 
activity, tend to complicate the task of achieving sustainable 
growth in two ways. First, the net deficit of the Federal 
Government over a period of years adds to inflationary 
pressures. Second, flexible and timely administration of 
monetary policy may become more difficult in view of the 
complications that are likely to arise from Treasury efforts fo 
manage a growing public debf. . . . 


“"Moreover, attempts to vary tax rates and spending to 
help smooth the business cycle may well have perverse effects. 
Changes in tax rates and spending may sometimes take so 
long to plan, legislate, and put into effect that many months 
may elapse from the time the need for action becomes clear 
until the change in budget position affects total spending. By 
the time the actions become effective, the economy may have 
changed radically, with the result that large deficits have 
their major impact during periods of rising business activity, 
and vice versa.’’ 


NEED FOR MORE RESEARCH 


Now George Katona raises another distinct possibil- 
ity. Consumer action may perhaps be contributing more 
to the moderation of a cycle than is generally recognized 
—more perhaps than I recognize. We should welcome 
further research along these lines, as well as additional 
contributions that may conceivably be stemming from 
long-range planning of capital investment by private 
industry. 

Economic stability that is achieved through greater 
government intervention is not without its costs in 
terms of restrictions of individual rights and liberties. 
George Katona’s new emphasis is upon the self- 
discipline exercised by individuals in their vital role as 
consumers. I applaud his effort to shift attention to 
countercyclical activities of a private character which 
are at the same time more consistent with our system of 
voluntary action. 


Announcements of 
Mergers and Acquisitions’ 


February 11, 1960—March 10, 1960 


[Concluded from July issue] 


Acquired Unit 
Description and Assets in Millions 


Acqutrer 
Description and Assets in Millions 


Electron Are, Inc. 
(Assets of) (n.a.) 
Electric power supplies and other 
equipment mfr. 

Decatur Chemical Co. (n.a.) 

Web Wilson Oil Tools, Inc. 
(Assets of) (n.a.) 
Tongs, elevators and hydrahooks for 
the oil industry mfr. 

Knight Paving Products, Inc. (n.a.) 
Liquid asphalt paving products mfr. 


Ionics, Inc. (n.a.) 


Iowa Paint Mfg. Co. (over $.5)* 


Joy Mfg. Co. ($88.4) l 
Underground mining equipment mfr, 


Koppers Co., Inc. ($202.1) 
Grits and refined coal tar products 
. and related chemicals mfr. and dis- 
tributor 


[Listing continues on following page] 


[Mergers and Acquisitions—continued] 


Acquirer : 
Description and Assets in Millions 


Kropp Forge Co. ($7.4) 

Drop hammer, press and upset forg- 
ings mfr, 

Litton Industries, Inc. ($95.7) 
Electronic components, equipment 
and systems, and office business ma- 
chines mfr. 

Lockheed Aircraft Corp. ($521.1) 
Aircraft, aircraft parts and electronic 
devices mfr. 


Loral Electronics Corp. ($7.3) 
Electronic equipment mfr. 

Miami Window Corp. ($12.9) 
Windows, jalousies, screens, Rexel and 
restaurant equipment, etc. 

Modern Plastic Machinery Dorp (n.a.) 
Plastic extruders, special dies, acces- 
price and monofilament equipment 

De 


Morrow Oil Co. (n.a.) 


NAFI Corp. ($31.0) 
Automobile seat and back cushions 
mfr.; oil and gas properties and tele- 
vision stations operator 

National Gage Co., Inc. 
(Sub. of Elastic Stop Nut Corp. of 
America) ($19.6) 
Nuts, fittings, shingle fastening nails, 
acoustical tiles, etc., mfr, 


National Presto Industries ($25.4) 
Cooking and table service utensils, 
tools, dies, aircraft, missile and ord- 
nance parts mfr, 


New England Industries, Inc. (n.a.) 


Northrop Corp. ($92.2) 
Aircraft, electronic equipment, and 
mnissiles ‘nfr, 


Pacific Industries, Inc. ($9.1) 
Rice processor; ship repairing and 
conversion, home heating equipment 
and leather goods mfr.; motion pic- 
ture and television film processor 


Paddock of California ($2.3) 
Swimming pools builder and servicer; 
pool equipment, accessories, chemi- 
cals and supplies mfr. 


Pierce Industries, Inc. ($8.3) 
Mechanical governors, automatic 
chokes, jet engine and missile com- 
ponents, and die castings mfr, 


Plough, Inc. ($21.1) 
Epaprietary medicines, cosmetics, etc., 
ic 


Potlatch A Sad Inc. ($122.2) 
Lumber, pulp and paper producer 
and fabricator 

Procter-Silex Corp. 

(Formed by merger of) 


Producing Properties, Inc. ($23.0) 
Oil and gas properties investor and 
operator 


Purepac Corp. (over $1.0)* 
Pharmaceuticals, chemicals, drugs, 
etc., mfr 


Raychem Corp. (n.a.) 


Reichhold Chemicals, Inc. ($73.8) 
Synthetic resins, industrial chemicals, 
and inorganic color pigments mfr, 

Reliance Mfg. Co. ($28.4) 

Parachutes and men’s and women’s 
apparel mfr, 


Acquired Untt 
Description and Assets in Millions 


Giant Grip Mfg. Co. 
(Job forging Soarations of) (n.a.) 


ales Geophysical Co. of America 


Geophysical research; electronic in- 
struments mfr, 

Colby Steel & Mfg., Inc. (over $.1)* 
Elevators, cranes, hoists, etc. mfr, 


Alpha Wire Corp. (n.a.) 
Insulated wire and ‘calor mfr, 
Keller Metal Products 
Stew assets and liabilities of) 
n.d. 
Boston Plastic Machinery, Inc. (n.a.) 
Plastic blow molding equipment mfr. 


Southern California Petroleum Co. 
(Substantially all producing proper- 
ties of) (n.a.) 

Chris-Craft Corp. (over $1.0)* 

Motor boats mfr, 


Collins-Powell Co. (n.a.) 
Fastener products distributor 


Viviance Cosmetic Laboratories (n.a.) 
(80% of the stock of) 
Cosmetics mfr. 


Visan Nutritional Laboratories (n.a.) 
(80% of the stock of) 
Vitamin products mfr. 
Plasti-Kote Inc. (n.a.) 
Aerosol paints mfr. 


American Radiator & Standard Sani- 


tary Corp. 
in of Military Products div. of) 
n.d. 
yroscopes, computers, etc., mfr. 
Midland Mfg. Co. (over $.5)* 
Quartz crystals, for electronic indus- 
try, mfr. 


Refinite Corp. 
(Commercial water conditioning and 
swimming pool equipment business 
of) (n.a.) 


eee Pickering Governor Corp. (over 


tations of Farris Engineering Co.) 
Speed control governors and throttle 
valves mfr, 


a 


Caulking compounds mfr. 


Woods Lumber Co. 
(Sawmill and 27,000 acres of timber- 
land of) (n.a.) 

Silex Co. ($2.8) 
— makers and other appliances 

re 

Procter & Schwartz, Inc. (over $1.0)* 
Dryers, textile cies ah freezers, 
coolers, and shelving 

Proctor Electric Co. (over Any 0)* 
Control switch, automatic electric 
housewares and ironing equipment 
mfr. 

Great Lakes Oil & Chemical Co. 
(47 producing oil wells of) (n.a.) 


Inc. (over 


Morrow Oil Co. 
(Interest in 180 producing oil and gas 
wells of)? (n.a.) 


F, C. Hunt Mfg. Co. (n.a.) 
Electric vaporizers mfr. 


Bentley-Harris Mfg. Co. (over $.3)* 
Tubing for electrical insulation mfr, 


Alsynite Corp. of America (n.a.) 
entrend plastic building materials 
mfr, 


Marlboro Shirt Co. (over $1.0)* 
‘eu of Philadelphia and Reading 


0. 
Men’s and women’s sportswear mfr, 


. Acquirer — bil 
Description and Assets in Milltons 


Robertshaw-Fulton Controls Co.($51.9) 
Thermostats and other precision de- 
vices for automatic temperature and 
pressure control mfr. 


Seeburg Corp. ($11.6) 
Coin-operated phonographs, missile 
components, tolometering equipment, 
transmitters, etc., 


Arte ay ea Publishing Corp. 


Books and magazines publisher 

Speedry Chemical Products, Inc. ($1.0) 
Special purpose inks, brushpens, 
markers, stencils, etc., mfr. 


Saree detcroatiqnal Petroleum Corp. 


($25. 
Crude oil producer and gasoline 
refiner 
Telecomputing Corp. ($20.6) 
Electronic equipment mfr, 


Texstar Corp. ($11.4) 
Oil and gas lands developer 
Thermal Controls, Inc. (over $.1)* 
High voltage vacuum fuses mfr, 
Tidewater Oil Co. ($856.4) 
Integrated oil producer 


Tishman Realty and Construction Co., 
Inc. ($56.4) 
Apartment and commercial buildings 
builder, lessor, manager and seller 


eae a & Engineering Corp. 


Production tooling designer and fab- 
ricator 

Unexcelled Chemical Corp. ($3.1) 
Pyrotechnics, paints, varnishes and 
allied products mfr, 

Union Texas Natural Gas Corp. 
(Formed by merger of) 


eee 


United Artists Television Investments, 


Inc, 
(Sub of United Artists Corp.) ($94.6) 
Motion pictures distributor 


United Industrial Corp. ($31.8) 
Automotive and fabricating tools and 
dies, refrigerator cases and cabinets, 
etc., mfr. 

Veeder-Root, Inc. ($20.2) 

Recording and computing instruments 
and die castings mfr. 

Vick Chemical Co. ($98.7) 

Household medicinal products, chem- 
icals, cosmetics, perfumes, etc., mfr. 


West Chemical Products, Inc. ($9.3). 
Sanitation products, disinfectants, in- 
secticides, paper towels, etc., mfr. and 
distributor 


Winding Gulf Coals, Inc, (n.a.) 
World-Wide Knits, Inc. (n.a.) 


Zeckendorf Hotels Corp.® 

(Sub. of Webb & Knapp, 
($230.8) _ 

Hotel chain operator 


Inc.) 


Acquired Unst 
Description and Assets in Millions 


Manning, Maxwell & Moore, Inc. 4 
eens Instrument business of)) 
n.d 


International Register Co. 
Cte Instrument business of). 
n.d 
Pressure and vacuum gauges mfr. 
Choice Vend Corp. 4 
(Assets of) (n.a.) | 


Railway Educational Bureau (n.a.) 
Railroad training organization 


Manard Chemicals Co. (n.a.) 
Chemically impregnated eoehs mfr, 


Tavares Development Co. (n.a.) 
Real estate development owner 


Narmco Industries, Inc. (over $.5)* 
Resins, coatings, adhesives, metal! 
bondings and plastic sporting goods) 
mfr, 

Air Accessories, Inc. (over $.3)* 
Aviation accessories and supplies mfr., 

O. K. Electronics Corp. (over $.1)* 

Time delay relays mfr. 

Warren & Brantley Oil Co., Inc. (Spring: 
Hope, N. C.) (n.a.) 

Oil distributor 

Warren & Brantley Oil Co., Inc. (Rocky” 
Mount, N. C.) (n.a.) 

Oil distributor 

Warren Oil Co. (Louisburg, N. C.)(z.a.)) 
Oil distributor 

Wells Television, Inc: (n.a.) 

Television, radio, and air condones 
lessor 


Western Lock Mfg. Co. (n.a.) 
(76% of the stock of) 


Trav Co. (n.a.) 
Envelope packaged soap products 
and other laundering products mfr. — 

Union Oil and Gas Corp. ($77.6) 
Oil and gas producer 

Texas Natural Gasoline Corp. ($52.3) 
Natural gas liquids processor and! 
marketer 

Ziv Television Programs, Ino. (n.a.) 
Television fi producer and di 
tributor 


Southern Pacific Milling Co. (n.a.) 
Construction materials mfr. 


Mac-it Parts Co. (over $.5)* 
Alloy steel screws mfr. 


Clearasil, Inc. (n.a.) 
Proprietary drugs, soaps and lotio 


Vitarine Co., Inc. ina) : } 
Pharmaceuticals and vitamins mffe, 
and distributor : 


North American Coal Corp 
(Rast Gulf Pouahouton mine of))) 
(CW. Va.) (n.a.) 4 
Knit Collar & Novelty Co., Inc. (n.a.)) 
{pub of Dubin-Haskell-Jacobson,. 
ne. 


St. Regis Ho el (N.Y.C.) (n.a.) 


1See The Conference Board Business Record, November, 1957, and July, 1960, 


for sources and methods used in this compilation and an analysis and summary. 
of recorded 1959 mergers and acquisitions 


2 Recently purchased from Southern California Petroleum Company 
2 In partnership with Serge Obolensky, individual ; 
* Estimated minimum capital from Thomas’ Register of American Manufac- 


turers, 1960 
Erratum. 


« The total asset size listed for American Chain & Cable Company, Inc. in last! 


month's Business Record should read $69.8 instead of $2.0 
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The Patent Counsel in 


work, according to the 250 manufacturing com- 
: panies cooperating in this month’s survey of busi- 
ness opinion and experience. Slightly more than a third 
of these companies have patent counsel on their staffs, 
but differ as to where patent attorneys should report. 
-Two thirds use only outside patent counsel, and four 
companies say they have no need for either inside or 
outside patent attorneys. 


| THE ORGANIZATION PROBLEM 


The ninety companies that employ staff patent coun- 
| sel place them in three different organizational positions. 
| Some find that patent work can be done most efficiently 
‘in the company’s general law department. Others, pre- 
ferring the closest possible relationship between the 
‘patent counsel and people likely to produce patentable 
‘ideas, locate the counsel in the research or engineering 
divisions. The third group of companies has separate 
patent departments reporting to a member of senior 
management, in many instances the company president. 

These differences in the patent counsel’s position in 
company organization arise mainly from the relative 
importance that firms place on the legal—as opposed to 
the scientific and technical—aspects of the patent 
counsel’s job. 

_A petroleum company executive, for example, ex- 
plains the reasoning behind making the patent counsel 
‘a member of the research and development staff: 


[rere IS NO “best” way of handling patent 


“Most of the work of the patent division is concerned with practice 
and pleadings in the Patent Office, rather than with the regular 
_ courts. This is a very specialized field in which attorneys in general 
| corporate practice usually have little background or experience. 
Also, the work of a patent division has a high scientific and tech- 


nical content, requiring special technological education and training 
. The patent division can consult, when necessary, with the 
regular legal department on matters of ordinary law.’ 


On the other hand, a producer of communications 
equipment that has a “legal and patent division” says 
of its patent counsel: ““Those men are lawyers and their 
problems are legal problems.” 

The third viewpoint is typified by a machinery manu- 
facturer, whose “‘patent position has been of paramount 
importance since the company was founded.” The pat- 
ent counsel reports to the president, who writes: 


“It is difficult to determine the ideal organizational position for a 
patent-law unit inasmuch as technical knowledge and information 
- (which originate largely from research and engineering activities) is 
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of as much importance to the effective performance of the patent 
department as is legal knowledge and ability."’ 


Emphasis on the legal versus the technical aspects of 
the patent counsel’s function varies from company to 
company according to their needs. Companies most 
often mention their size, over-all organization structure, 
and the nature of their “product activity” as the prin- 
cipal factors determining the balance they require 
between these two aspects of their patent work. 

There is a division of opinion not only as to whether 
patent work should be under the law department or the 
research department, but as to whether such work 
should be centralized or decentralized. An aircraft com- 
pany executive writes: 


‘‘When the number of patent counsel are not numerous and the 
product areas with which they are associated are not unduly complex, 
we believe reporting to the legal department provides better legal 
control. In those situations, however, where the research areas are 
broad and of a highly technical nature, it has been deemed appro- 
priate to have the patent counsel located with, and reporting to, the 
divisional management directly concerned. "’ 


Personal relationships and qualifications are naturally 
considered in determining the reporting procedures of 
patent counsel. A few firms, for example, have junior 
men doing patent work and find it appropriate to place 
them under the legal counsel’s direction. In another 
instance the patent counsel reports to the president of 
the company because of “long and personal contact.” 


PATENT COUNSEL IN LEGAL DEPARTMENT 


Of the ninety companies that employ staff patent at- 
torneys, thirty-eight place them in the general law de- 
partment. 

Location in the legal department does not mean 
identical organizational relationships for all patent 
counsel so situated. Where the patent staff numbers 
only one or two men they are likely to be “regular mem- 
bers of the legal department.” The degree to which 
patent attorneys become involved in general legal mat- 
ters not rising out of their own problems appears to be 
rather limited in most firms. However, a foundry that 
has just one legal unit says of its patent counsel: ““These 
talented lawyers are available as needed for consultation 
on general legal problems.” 

In companies where the patent staff is relatively 
large, it is often a separate section or department of the 
legal division and has status equivalent to that of the 
general law unit. Such an organizational arrangement is 
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found in about half of the thirty-eight companies. The 
department of a machinery manufacturer, described by 
its comptroller, is typical: 


“Our company has a law department, comprised of five attorneys 
reporting to the assistant general attorney, and a patent department, 
comprised of seventeen patent attorneys reporting to the general 
patent attorney. The law department and the patent department 
comprise the legal division, which is under the general attorney, to 
whom the assistant general attorney and the general patent attorney 
report."" 


The chief counsel of an aircraft company describes a 
similar arrangement where law work is decentralized: 


“The company has a chief counsel to whom report not only a 
legal staff, administered by the assistant chief counsel, but also a 
patent unit, administered by the company’s patent counsel. Addi- 
tionally, each of the major operating divisions of the company has 
attached to its legal staff one or more division patent counsel who 
report administratively to the division legal counsel but who are 
functionally responsible to the patent counsel of the company."’ 


Autonomy of Patent Counsel 


The secretary of a chemicals manufacturer believes 
that “it is most essential that patent counsel have the 
closest, friendliest and most continuous relationships 
with research and development personnel” who generate 
patentable ideas. Practically all the companies surveyed 
agree. 

At the same time, firms recognize that a patent at- 
torney requires status as well as freedom in establishing 
satisfactory contact with the various divisions of the 
company. A machinery manufacturer makes certain 
that its patent unit “enjoys sufficient identity and 
autonomy to make its specialized contacts with the 
engineering and research departments direct and un- 
hampered.” By fostering this type of relationship 
within the organization “the patent counsel is able to 
obtain the closest liaison with other departments.” 

A substantial number of the firms that place patent 
counsel in the legal department give them offices in the 
research or engineering areas to facilitate patent work. 
A chemical company spokesman states that in his 
opinion this arrangement of offices is necessary to the 
continuous and close association with the research staff 
required for the patent counsel to function efficiently. In 
all such cases, however, the patent attorney’s direct 
responsibility to the head of the law department is 
unaltered. 


ADVANTAGES OF LEGAL DEPARTMENT LOCATION 


Companies locate patent counsel in their law depart- 
ments primarily because of close relationships between 
their work and that of the firm’s general law attorneys. 
They find this location of the patent function permits 
more efficient supervision of all aspects of the firm’s legal 
work and allows the patent lawyers to take a more 
objective approach in their contact with the people who 


- sion rather than the corporation as a whole,”’ comments 


produce potentially patentable ideas. In addition, many 


firms say the legal department provides a convenient 
location for their patent counsel to contact other unit) 
of the company. 


Contact with Other Lawyers 


Most companies that put their patent lawyers in thy| 
general law department do so because of the high generai 
law content of many patent problems. The vice 
president and general counsel of a food processing com: 
pany describes a situation, typical of many, when he 
writes: “Many patent problems are mixed problems o1| 
patent contract and licensing law.” q 

An instrument manufacturer finds that “there is ap 
overlapping of many legal activities which makes i} 
more effective and satisfactory to have patent anc 
general attorneys working together in one departmen’| 
on company problems.” | 

It is not easy to separate the components of a paten) 
attorney’s work into specialized or technical, and con) 
tract, license or some other part of general law. Some 
firms, therefore, find it most efficient to place patent ane 
legal counsel in close contact so each will play his part i 
handling the “mixed” problems. A paper compan; 
executive summarizes the argument, saying: 


"'We have found it desirable for all matters of a legal nature R 
be referred to the law department instead of trying to divide suci 
questions into what are strictly patent questions and what ary 
nonpafent questions." | 


Supervision 


General supervision of patent counsel by the law 
department head is deemed advantageous because 1) 
centralizes control of the legal function in the company’ 
Such control contributes to efficiency through coordinay 
tion of patent and other legal work, and permits bette: 
use of the entire law staff and proper handling of policy 
matters. Several companies mention that patent probe} 
lems frequently involve policy questions, and most oi 
these respondents hold that a broader view will be taker 
if the patent work is carried out in the legal department. 
A company spokesman in the motor vehicle industry 
supports this position, saying that “‘patent problems can 
be handled more effectively” from its legal department# 
“and with due regard to company-wide interests.” 

A refrigeration equipment manufacturer cites a dis~ 
advantage of not delegating control over patent work té 
the legal department, fearing a “parochial” approach, 
to policy matters on the part of a patent attorney at- 
tached to an engineering group. “Perhaps his allegiance: 
and service would be directed more generally to a divi- 


this respondent. 
Objectivity 


Several of the cooperating companies want thei m 
patent counsel to be organizationally independent off 
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those responsible for inventions in order to avoid im- 
proper influences on their judgments. A machinery 
manufacturer, noting that its patent attorney spends 
most of his time with engineering personnel, suggests 
that the attorney’s attitude “may be more objective if 
he is part of the over-all legal function.” (He is in this 
instance.) Similarly, the vice-president and general coun- 
sel of a steel firm says: 


“It also seems to me that there is some advantage in having the 

patent attorney in a position to make an independent appraisal as 

to the advisability of filing an application for a patent. He can make 

such an appraisal as a member of a legal department. He may be 

less likely to make such an appraisal if he is a member of the research 

- organization which has developed what is believed to be the basis 
of a patent application." 


Professional Status 


_ Closely related to the reasoning that patent counsel 
will be more objective in the exercise of their duties if 
placed in the legal department is the idea that associa- 
tion with other lawyers also benefits them profession- 

y. They will tend to “maintain a professional ap- 
Roach” to their problems rather than that of “narrow 
technicians,” according to an oil company spokesman, 
thereby fostering “the proper staff relationship to the 
inventing department.” And the benefits do not all flow 
in one direction; the interchange of ideas between patent 

wyers and general lawyers increases the knowledge of 
th. An automobile manufacturer puts the point suc- 

inctly, commenting: “We prefer our patent personnel 
be lawyers first and patent lawyers second.” 


isadvantages 


Locating the patent counsel in the general law depart- 
ment of a company has certain disadvantages in the 
pinion of a few of the thirty-nine firms that follow such 
practice. They find that it tends to diminish the im- 
rtance of the position and as a result may lead to 
cult work relationships. In the second place, the 
pervision of the general counsel is not always appro- 
rlate for a function that has many technical aspects. 

e respondent finds that both commercial and tech- 
ical aspects of the work are occasionally neglected, 
hile another notes that decisions are sometimes made 
y “‘people lacking patent experience.” 


REPORTING TO TECHNICAL EXECUTIVE 


Twenty-four of the ninety companies employing staff 
. counsel place them in their research or engineer- 
g divisions. This procedure is followed primarily be- 
tause, as a machinery manufacturer writes, their work 
‘is directly concerned with the functioning of our engi- 
neering department.” Thus the closest possible working 
lationships are desired. 

A majority of these companies indicate that they 
ace their patent department physically in the research 
aboratory or engineering building to facilitate access of 
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scientist and engineer to counsel and vice versa. One 
company, which believes its “arrangement is just as 
close to the ideal as possible,” has a chief patent at- 
torney at head office associated with its vice-president 
of engineering and has a patent attorney in each divi- 
sion as well. 

The view most of these companies take of the patent 
counsel’s job is illustrated by the following statements: 


“Our patent department has the responsibility of advising research 
groups and others on the patentability of developments and the 
technical meaning of issued patents. They also have the respons- 
ibility for the preparation and filing of patent applications. Inasmuch 
as we deal largely with chemical developments it is my feeling that 
the interpretation of certain patents and the filing of our patent 
applications depend more on a knowledge of chemistry than on law.’ 

(A chemical company) 
* * & 

“The work of the patent department is closely related to the work 
of the research and development division and concerns technical 
matters, most of which are not a part of the general legal problems 
of the company."’ 

(A machinery manufacturer) 
* * * 

"The chief function of the patent section is in the protection of 
inventions. "' 

{A chemical company) 
* * * 

“Our patent counsel concern themselves with filing applications 
for patents and securing them."’ 

(A machinery manufacturer) 


Contact with Research People 


Because of the emphasis these companies place on the 
technical nature of the patent counsel’s work and on his 
responsibility to provide a service to the scientific and 
technical staff, they believe he will work most efficiently 
as a member of it. In this way, counsel has ready access 
to the information he requires and the people he needs 
to consult; he tends to become part of a group involved 
in a common endeavor. 


Contact with Law Department 


Sixteen of the twenty-four companies whose patent 
counsel report to executives of scientific and technical 
functions also have company law departments. Prac- 
tically all of these companies provide for close liaison 
between their patent and general law offices. This is 
considered essential because it is difficult to completely 
sever patent and general law work. A machinery manu- 
facturer, for example, states: “Licensing and contrac- 
tual arrangements affecting our patents and other such 
matters are not the sole responsibility of the patent 
department.” Other matters cited as general law prob- 
lems pertain to trademarks, copyrights, interferences, 
and—in every instance—litigation. 

Some of the cooperating firms find that splitting 
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responsibilities for patent work sometimes creates 
“rather awkward” situations, but most companies ex- 
press no concern about this point. The respondent who 
appears to be most disturbed by such occurrences writes: 


"The line between the technical patent functions in the protection 
of inventions, which is the responsibility of the research department, 
and the litigation and involved contract matters that include licensing 
provisions as one of their factors, which are the responsibilities of 
the law department, is very hard to draw. This results in occasional 
disputes between the law department and the research department 
and occasional confusion in the other divisions and departments of 
the company which require the services of the patent section of the 
research department and of the law department.’ 


For the most part, the companies that have general 
law departments but locate patent counsel in research 
or engineering divisions appear to obtain cooperation 
between the two without formal arrangements. Counsel 
consult each other and exchange information when ap- 
propriate and necessary. A machinery company’s “‘pat- 
ent attorney is at times engaged in contract, trademark 
or other matters not directly related to research and 
development. In such instances, he reports directly to 
the party concerned, keeping the vice-president of re- 
search and development advised.” 

A pharmaceutical company has worked out an ar- 
rangement that it finds particularly satisfactory. On the 
staff of the legal department is an experienced patent 
and trademark lawyer who acts as a liaison with the 
patent department located in the research division. The 
liaison attorney also “handles all legal matters pertain- 
ing to patent and trademarks.” The company’s general 
counsel writes: 


‘‘We are kept promptly and continuously informed of all patent 
developments and matters such as patent interferences and pro- 
cedural steps in the patent office. Patent litigation and patent 
licenses are either handled by the General Counsel's office or are 
directly supervised by him."' 


Advantages of Location in Technical Department 


In addition to the advantage of ease of contact be- 
tween the counsel and research staff, many firms find 
that the close contact that comes from locating the pat- 
ent attorneys in the research or engineering division 
brings about desirable work relationships between coun- 
sel and inventors. 

Among the supervisory advantages is having the 
patent counsel report to an executive “who is familiar 
with the engineering and research technicalities of his 
job.” Several companies, more particularly those mak- 
ing complex, nonconsumer products, think it wise for 
the patent counsel’s supervisor to be in a position to 
understand the problems that form the greater part of 
his work. 

A general counsel of a chemical company writes: “I 
would be reluctant to supervise an activity where a 
knowledge of chemistry is a predominant qualification.” 


And another chemical company reports that the grow 
ing importance of patents caused it to take the pater 
department from under the executive committee ari 
place it under the director of research. 7 


Disadvantages 


The only major disadvantages of locating the patem 
attorney in the company research department, say thoi 
experienced in this form of organization, is that it may 
result in some inconvenience in handling the strict] 
legal questions that occur in patent work. Most of the: 
companies find, however, that because so much tl 
greater part of the job involves technical or at leas 
specialized law on balance it is advantageous to adhe 
to the organizational arrangement they now have. How 
ever, one firm is contemplating making the patem 
counsel responsible to the general counsel of the com 
pany, and another company writes that it would do # 
if it had a general counsel. 

Some firms whose patent counsel are not in the 
research and engineering departments raise anoth: 
objection. They would generally agree with the vicy 
president and general counsel of a petroleum compar 
that fears placing patent counsel under technical di 
partments because “it would require members of o: 
patent staff to work under and be directly responsible / 
their principal clients. Such a relationship might dets 
members of the patent staff from exercising independe® 
professional judgment and might interfere with tl 
work of the patent division for other operating ar 
service units, such as engineering, manufacturing, mat 
keting and petro-chemical.” 


REPORTING TO GENERAL MANAGEMENT 


Patent counsel employed by twenty-eight of the con 
panies surveyed have a place in the organization that} 
independent of either the research, engineering or legt 
departments. In each of these companies, the pate 
attorney reports directly to a member of general ma; 
agement. The reporting relationships are as follows: . 


Patent Counsel Reports to: Compait 


Chairman of board and chief executive officer Ty 
President I] 
Chief executive officer Tt 
Chairman of executive committee 


of board and vice-president ] 
Executive vice-president 3) 
Vice-president—staff department 25 
Vice-president— administration 2 
Vice-president and secretary 1 
Vice-president he 
Secretary 3] 
Treasurer i 


Division general manager 


Eighteen of the twenty-eight firms in this group ha* 
a general law staff as well as patent counsel, while til 
remaining ten have a legal staff dealing with pate 
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matters only and use outside lawyers for general legal 
work. 

Several arrangements for handling the patent work 
are described by these twenty-eight companies. Some 
have centralized patent units that service all parts of the 
frm. In an instrument company, the patent counsel 
reports to the president, and his services are “available 
on a per diem basis to all six operating divisions in much 
the same way as if we retained outside counsel.” Other 
firms locate patent attorneys both at headquarters and 
in their divisions. In one company they are located in 
the division only, and report to the divisional general 
Managers. 


Liaison with Other Departments 


Where the patent counsel is organizationally inde- 
pendent of the research and legal departments, his 
liaison with these units appears to be straight-forward 
and uncomplicated. In several instances, the coopera- 
tion i is facilitated by both departments reporting to the 
‘same officer of the company. A company secretary com- 
ments: “When both departments work closely together 
and report to the same individual, whether he be the 
secretary or any other person in a corporation, we think 
‘the relationship is a desirable one. In this way, the 
talents of both fields can be used expeditiously on any 
given problem.” 

_ An aircraft manufacturer finds there is “a good deal 
of cooperation” between its legal and patent divisions 
and explains the relationship between them: “In those 
areas where mutual endeavors are essential, the patent 


counsel acts under the supervision of the general coun- 


sel’s office.” Until two years ago, in fact, the patent de- 
partment was part of the legal department in this firm. 
Sometimes there is really little overlapping of respon- 
sibility between the general and patent law depart- 
ments. An electrical equipment manufacturer that finds 
lthis to be the case recognizes the need, however, for co- 
| ordinating its patent policy with over-all corporate legal 
policy. The firm believes that “‘this is basically a man- 
gement problem, which can be handled through top- 
evel supervision.” 
| Contact between patent attorneys and research peo- 
le appears to be easy in the companies whose counsel 
port to members of top management. Few describe 
ese relationships beyond saying that the patent de- 
partment is kept fully informed on research projects or 
s a “dotted-line” relationship with the head of the 
engineering or research work. The president of a ma- 
oo company reports a system of communication 


t it finds satisfactory: 

‘Our patent attorney, who reports to the president, is physically 
| located in our engineering building working directly with our chief 
design engineer and the heads of our research, engineering and 

product development departments. He also is a member of the 
engineering staff, which meets every Friday morning for two hours 
to review specific product and process problems and progress. 


"We consider this an almost ideal arrangement in that he is con- 
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Company Sources of Legal Services 


Number of 
Companies 


Total Companies Reporting 


Have staff patent counsel: 
And also have staff general counsel 
And also use outside patent counsel 


Have staff general counsel: 
And also have staff patent counsel 
Use outside patent counsel! 


Use outside general counsel only: 
But have staff patent counsel 
Use outside patent counsel! 


1 Most companies with inside patent counsel also use outside patent counsel 


stantly and fully informed of engineering thinking and works directly 
with these engineers rather than having to receive his instructions or 
suggestions through a less direct source. It also offers him the oppor- 
tunity to contribute design ideas which he naturally encounters in 
the course of his many patent studies.’’ 


Advantages of Supervision by Management 


The major advantage of placing the patent depart- 
ment under direct supervision of members of top man- 
agement, according to respondents, is that it provides 
for the most efficient performance and control of the 
patent function. They cite no major disadvantages. 

In the first place, these companies find that coordina- 
tion of the patent counsel’s work with that of other 
areas is arranged most effectively from a separate staff 
position. Several of them, however, recommend very 
strongly that the patent and general law departments 
answer to the same senior executive, since this facilitates 
the work of both. Others state that a similar reporting 
procedure relative to the research area has proved bene- 
ficial. Contact with other departments through the 
general management member to whom they report puts 
the patent counsel in a better position to obtain infor- 
mation and to “guide and assist” research work in 
relevant areas. 

Many firms surveyed find that policy decisions are 
frequently required in patent work. In such cases, direct 
contact with top management is necessary and is most 
easily obtained when the normal reporting arrange- 
ments provide it. At the same time, a metalworking 
firm believes this close contact “‘insures that all patent 
matters of importance to the company are brought to 
the attention of the chief executive officer and avoids the 
possibility of some of these being submerged due to the 
patent counsel reporting to a particular division head.” 
In the same connection, an office equipment company 
plans to take its patent counsel out of the legal depart- 
ment and have him report directly to top management. 
This shift is being made because “management has the 
‘feel’ of the commercial and technical situation concern- 
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ing the company’s products, whereas the regular com- 
pany legal department is concerned with different 
matters.” 

Making the patent counsel a separate department 
answering to general management “provides greater 
flexibility” and fuller use of his talents, according to 
several companies. At the same time, he is less likely to 
be distracted by nonpatent matters, thus permitting his 
full attention to his own area. 

A large aircraft company recently made separate divi- 
sions of its general law and patent sections with the hope 
of improving efficiency. The basis on which patent work 
is to be divided between the two divisions was fully and 
clearly stated. The reorganization was intended: 


. to place the prime responsibility for various functions relating 
fo patents or proprietary rights in the departments which are best 
qualified to handle them... . In this connection, the allocation we 
have established is based on our determination that patent matters 
fall naturally into two parts: first, problems concerned with obtaining 
patents; and, secondly, problems related to dealing in patents. It is 
with problems of the second type that the legal division is concerned, 
while those of the first type are handled by the patent division. In 
general, the functions of the patent division are: 


(a) Screening for patentability and the conducting of patent 
searches with respect to inventions and disclosures 
which are referred to that division; 


“"(b) Prosecution of patent applications; 


"(cl Securing appropriate protection of copyrights, trade- 
marks and trade names; 


“"(d) Processing outside inventor suggestions; 


““(e) Royalty and invention reporting as required by govern- 
ment contracts; and 


““(f) Those functions which are directly related to the above 
activities. 


“All legal functions were to remain in the legal division counsel's 
office except those specifically listed above. The legal division has 
specifically undertaken the responsibility and authority for prose- 
cuting and defending against claims, including litigation by or 
against third parties pertaining to patents, proprietary rights and 
similar matters, and performs the function of commenting upon and 
providing assistance in the coordination, negotiation and preparation 
of legal documents, including license agreements and the patent 
provisions of contracts and related matters. To a limited extent, the 
company is engaged in the patent-licensing business. Drawing the 
necessary agreements and handling subsequent problems relating 
to performance are similarly functions of the legal division."' 


USE OF OUTSIDE PATENT COUNSEL 


The work done by outside patent lawyers for 238 of 
the companies surveyed varies from answering occa- 
sional requests for advice to handling all of a company’s 
patent problems. Some of these firms retain the same 
patent counsel regularly, and in a few instances have 
done so for periods ranging up to thirty years; some, 
without staff counsel, say continuity of contact with 
outside counsel gives them the advantages they would 


gain by having a patent attorney on their staff and # 
the same time makes available the broad experience 
men in general practice. y 

Other companies indicate that they select the firm « 
patent lawyers they believe best for each particular casi 

Among the 238 companies using outside patent coum 
sel, only eighty-two have their own staff patent counss 
as well. Eight companies that have staff patent counsi 
generally do not use outside patent counsel. 


Patent and General Counsel on Staff 


Rarely is there a clear cut division of responsibilit) 


and staff legal counsel in firms using the services of ¢ 
three. A chemical company says: “The outside couns# 
should provide the values that go with an objectiw 
view and experience from contacts with many client, 
and the house counsel should furnish the knowledge am 
depth of the corporate client, its legal problems, i 
research and development work and its new produ 
programs.” a 

Outside patent aren are usually called on for aw 
vice or assistance when needed by the sixty-six conv 
panies that have their own general and patent attorney, 
but also retain outside patent lawyers. The need fa 
their services may arise merely from an overload in tl) 
company’s patent department. Several firms state 


The executive of a paper company writes: 


“'We retain outside patent counsel on a regular .basis. This — 
particularly helpful in taking care ‘of overflow work or in suppi: 
menting the work of our own patent attorneys when prompt actil, 
is essential. This work is referred to outside patent counsel off 
consultation with the head of the law department."’ 


Other frequently mentioned reasons for retaining ou, 


side patent lawyers are the difficulty or importance of | 
problem, the fact that staff counsel is not qualified & 
education or experience to handle some matters, or | 
company policy to have certain work, such as litigatioy 
handled by outside lawyers. ‘| 

Forty-two of these sixty-six companies use outsic! 
counsel for litigation. Some use outside counsel only fe 
“important” or “difficult” cases, while others retail 
them only for court work. An executive of a rubbe 
company that follows this latter practice says: ““We fo 
low the same procedure in reference to all other types @ 
law suits; namely, we hire outside counsel in trij) 
cases.” In practically all such matters, the staff couns¥ 
work with the retained lawyer as required and prepa’ 
material for him. A large chemical company describe 
the practice of many when it says: “We use outsi¢ 
counsel almost solely in connection with patent litig# 
tion, and in these instances the outside patent couns 
functions in close association with the patent couns 
and his staff.” 

Another area in which outside counsel are used bi 
many firms is in filing and prosecuting patent applica) 
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tions. Domestic applications are generally handled by 
staff counsel, but when they have complicated technical 
or legal aspects a few firms employ outside counsel to 
process them. Foreign patent applications are handled 
by outside counsel for many companies. The advantages 
of this are pointed out by a construction materials man- 
ufacturer: “By employing international patent counsel 
who have associates in some eighty countries of the 
world, the burden of dealing with a large number of 
foreign lawyers, with attached language problems, is 
simplified for our people.” 

Other uses of outside counsel are in searches, infringe- 
ment studies, review of work done by the company’s 
own staff, and consultation on difficult problems. A food 
processing firm’s use of its outside counsel is typical: 


“Outside patent counsel are consulted to pass on individual problems 
as they arise in matters of validity, infringement and interference 
proceedings. Outside patent counsel are at times requested to 
consider and express an opinion in impartial, disinterested fashion 
as experts qualified for that purpose to determine whether or not 
patent lawyers within the law department have considered all facets 
of a particular problem in reaching their own opinions. Outside 
patent counsel are also utilized in actual litigation in court."’ 


No General Counsel on Company Staff 


The sixteen companies that employ a staff patent 
counsel but have no general legal counsel on their staff 
also retain outside patent lawyers primarily for con- 
sultation in connection with patent litigation. Intricate 
or specialized problems are referred to them in any area 
of the company’s patent work. 

_ Contact with the outside patent lawyers among these 
sixteen companies is almost invariably handled by the 
staff patent counsel. Most companies leave their staff 
patent counsel free to request help as he deems appro- 
riate, but in some instances, he is expected to refer 
uch requests to his superior. 
A close working arrangement with their outside coun- 
lis reported by most companies in this group, although 
e division of responsibility between the two is unclear. 
in arrangement typical of many is described by an 
struments manufacturer who writes: 


“Outside patent counsel is retained only by our house counsel if he 
feels he needs consultation or a broader opinion. Judgment as to 
whether this should be done is made by the counsel himself and not 
by operating personnel in the organization. Outside counsel is 
retained - all litigation with liaison work being done by the house 
counsel.’ 


he Staff Patent Counsel 


All cooperating companies that employ staff legal 
counsel but have no staff patent counsel retain the 
services of outside lawyers in the patent area. In many 
of these companies, part of the patent work is done 
tither by their own law department or by members of 
¢ company research staff who have acquired some 
®owledge of patent law. Nevertheless, each of these 


4 


UST, 1960 


35 


forty companies relies on outside patent lawyers to 
handle technical or important matters. 

The staff legal counsel is the outside patent counsel’s 
primary contact in twenty-three of these companies. 
The staff lawyer sometimes acts purely in a liaison 
capacity, but more commonly some of the company’s 
patent work is performed in the general law department. 
In fact, a few firms that have general counsel with 
patent law experience report that they find little need to 
use outside help in the patent area. In such cases the 
staff legal counsel determines when outside patent coun- 
sel is required, assigns work, receives the patent lawyers’ 
reports, interprets them to management, and supervises 
the outside counsel to the extent required. 

A chemicals manufacturer describes its division of 
responsibility as follows: 


"We retain outside patent counsel that is a good-sized firm special- 
izing in patents. They handle the so-called important applications 
and any legal controversies that may arise. Our regular legal 
department handles the mine-run patent applications and usually 
collects and organizes information needed by the outside legal 
counsel. Each keeps the other group well informed of what it is 
doing, and this has been an ideal arrangement.'’ 


In eleven of the seventeen remaining companies, 
responsibility for dealing with outside patent counsel 
rests with the head of the research or engineering 
activity; in the other six, a member of general manage- 
ment has this responsibility. The executive concerned 
makes requests for service, provides information, and 
directs the outside patent counsel as required. Several 
companies that have their outside patent counsel report 
to the research or engineering department say their 
general legal counsel is consulted and may act as the 
patent counsel’s main contact when matters of business 
and legal policy or contracts are involved in patent 
problems. Other companies find that contact between 
outside patent counsel and staff legal counsel is rarely if 
ever required. 

These seventeen companies have practically all their 
patent work done by retained counsel. 

Two reporting companies have no staff patent counsel 
but maintain patent sections in their research depart- 
ments. These are staffed by men who have acquired 
some knowledge of patent law but are not lawyers. In 
both cases, the sections maintain liaison with outside 
patent counsel and administer the company’s patent 
program. They assist counsel in many ways, including 
the preparation of patent applications and the conduct 
of patent searches. They also facilitate the exchange of 
ideas between inventor and patent counsel and provide 
information to outside counsel when required. 


ALL LEGAL WORK DONE OUTSIDE 


Of the 250 firms cooperating in the survey, 116 use 
outside legal and patent counsel exclusively. These com- 
panies for the most part have too little work in either 
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general or patent law to warrant staff lawyers. Others 
prefer to have their law work done outside. 


Supervision of Patent Work 


Where there is no staff counsel in either patent or 
general law, the function of directing patent work 
within the companies surveyed is performed by a wide 
range of executives. Seventy-one companies report the 
following placements of responsibility: president (17), 
vice-president or director of research and development 
(12), vice-president of engineering or chief engineer (11), 
secretary (10), manager of patent department (5), mis- 
cellaneous placements (16). Companies in this last group 
place supervision of patent work and responsibility for 
contact with the outside counsel in the hands of, among 
others, the executive vice-president, division general 
manager, vice-president of sales, and treasurer. 

In four companies, patent matters are likely to be 
taken up directly by the inventor and the outside patent 
counsel, with little if any supervision. The executive of 
an industrial machinery firm, for example, writes: “At 
the present time, the outside patent counsel works di- 
rectly with members of our research and sae 
staff who have need of his services.’ 

Many of the companies that assign a eerriers role 
in patent matters to an executive go on to say that he is 
responsible for authorizing use of the patent counsel and 
legal or policy matters in which patent work may be- 
come involved. Technical aspects of the problem are 
handled directly by the division or person interested and 
the counsel himself. 


Lower Costs for Small Firms 


Firms using only outside patent counsel find several 
important advantages in the arrangement. Almost all 
of them point out that it is the most economical method 
of having patent work done where the volume is small. 
An instruments manufacturer writes in this connection: 


“Except in a very large company, it would be difficult to justify 
the cost of a top-grade, inside patent counsel. In order to maintain 
his standing as a top-grade patent counsel, he would have to spend 
‘a great deal of his time keeping informed of nof only all current 
decisions in patent cases, but the citations and procedures leading 
up to these decisions. The cost of this continued education would 
have to be borne entirely by the company. On the other hand, in 
using outside patent counsel the cost of this education is shared by 
all the clients. "" 


Many firms, especially small ones, agree that they can 
have assistance from more experienced counsel at lower 
cost by using outside patent lawyers. 

The cost of patent work may also be better controlled 
when only outside counsel is used. Costs are brought to 
Mmanagement’s attention more clearly in some instances 
than are the costs of a staff function, particularly when 

1 For a full discussion of the advantages and disadvantages of out- 


side attorneys, see “Organization for Legal Work,” in The Business 
Record for October, 1959 


the outside counsel is retained on a job-by-job basis. | 

The amount of patent work in many companies vari 
considerably from month to month or year to yeai 
These firms find that the use of outside counsel unde 
such circumstances cuts costs. A manufacturer @ 
pressed metal products, for example, reports that “sony 
years there is a great deal of patent work and in othe 
years it is negligible. The outside counsel works on~ 
time basis on whatever problems we may have,” whic 
allows the costs to adjust quickly to the volume of Wor 
in hand. | 

Finally, retained counsel, when used regularly, lear) 
a great deal about the client company’s products ani 
business. By doing so they more effectively take tk 
place of staff counsel. One company reports it has use: 
the same outside patent counsel for thirty-five yea 
“Although some new people are injected into the piv 
ture, several have a span of twenty years or moj 
experience and understand thoroughly our products, ow 
problems and the entire field in which we operate. The. 
are able to keep us well satisfied.” This company” 
experience suggests that the disadvantage of educatin 
outside counsel on the problems related to any partict 
lar action can be substantially overcome. 


THE IDEAL LOCATION . 


While many companies believe their own organize 
tional arrangement for patent work is ideal or close | 
it, very few are prepared to suggest an ideal arrangy 
ment for all firms. All would agree that there is no “best 
place in company organization for staff patent counse 
They also agree substantially that factors such as ty 
and number of products made, company size and orga! 
ization, size and competence of the patent staff, and tll 
content of a company’s patent work should be take 
into account in deciding upon the proper place for ij 
patent counsel and his reporting relationships. 

The ideal location appears to be one in which ti 
talents of a patent counsel are used fully and econom 
cally but without duplicating or assuming work that ca 
be done more efficiently by others. Good communicatie 
with many areas of the company are essential to th’ 
work and are particularly important between the pate? 
unit, the divisions where inventions arise, the gener, 
law department, outside counsel, and top managemer 


Joun R. KInLtEyY 
G. CLarK THOMPSON | 
Division of Business Practices’ 


allows for investors’ expectations and policy decisions of t 
monetary and fiscal authorities. By B. S. Keirstead. Jov 
Wiley & Sons, New York, 1959, 180 pages. $4.00. 


The Law and the Profitt—A study of the rise of income taxatili 
in the West with but a few flashes of humor by the author’ 
“Parkinson’s Law.” By C. Northcote Parkinson. Hought 
Mifflin Company, Boston, 1960, 246 pages. $3.50. 
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Selected Business Indicators 


Chartbook 2 1960 1959 
Pages* Series Unit ———-- 
Junep May April June 
Industrial production 
1 otal frome ce eels Jonusaeioonets2 Snic Porat s: arekas 1947-49=100 S 166 167 165 166 
Durables:manufacturing.2.6.« <¢ ss ce teccon ees 1947-49=100 S 172 r 174 172 179 
Nondurables manufacturing. ............ccceeees 1947-49 =100 S 162 161 159 156 
Wholesale prices 
All commodities............ wiavale Slee ete oe 1947-49 = 100 11025 5s 119.7 120.0 119.7 
4 PAE TIT FOCI CER maealauchcrdyaqseune Gueseqelloxcnsto-o0 shel cbeaiho thai avant 1947-49 = 100 89.0 90.4 91.1 89.8 
IPFOCESSECIEOODS siete tics cl delerelieios siceemia cis ais «... 1947-49=100 107.6 107.3 106.8 108.1 
Endustralicommodities Gyan o «-i o/h a Mae nent 1947-49 = 100 128.2 128.2 128.7 128.2 
Consumer prices 
Allitems....... srekel bis buss Yao Sraictavatatte folate sas Uxe-apete + . 1947-49=100 126.5 126.3 126.2 124.5 
5 Se Cea catia inten eel vslohives wlaikivacnreve ecw abe 1947-49 = 100 149.7 149.6 149.4 145.4 
EL OOGLD. sohbet peste ieterate aacdieais.& ciewe: oigcoia Seeiead ack Meehan 1947-49 = 100 120.3 119.7 119.5 118.9 
Commodities \(excludingifood)... 0s. ueces ees es 1947-49 = 100 115.3 115.3 115.6 114.7 
Prices received and paid by farmers 
6 PACES PC CEIVER Ue eyelets) stele clelas ++. « 1+ oid Wlahid elisyos fare: ... 1910-14=100 236 241 242 242 
Rath COSUD ALC ome erate fat ase tec uciinrsxeeduoeaiour che Oeraicieretene 1910-14=100 299 301 302 298 
Panityatatiowniin i Aras ceil he ce ahs cere hokusees 1910-14=100 79 80 80 81 
Employment and unemployment* 
Motal labor forces « vilacc.eee-0 © pits fevelicusr iareuanewe eens ree - Thousand persons 75,499 TSUEL 72,331 73,862 
7 Civilian labor force..... Pe ekayenchicks navaRomay Nas inavevateiileirenekona Thousand persons 73,002 70,667 69,819 71,324 
Civilian employment............... echehe veimate als Thousand persons 68,579 67,208 66,159 67,342 
Nonfarm enployiment). tte Piha ose ooks oe sweeten eels Thousand persons 61,722 61,371 60,765 60,111 
Wuemploymentirate®: Teka ao. s dens se ek Pee es Thousand persons S Bes) 4.9 5.0 Spel 
Nonfarm employment 
fRotal ie eee ee ONS TeNS cisiete pisleitsiece siete nhaee ++... Lhousand persons S$ 53,039 753,095 753,128 52,407 
8 Manufacturing’. .4..0.0. . aroha’ neta cre ote AA ea aa Thousand persons S$ 16,453 716,540 716,527 16,527 
IN OUIHATIUCACUIMIIE scr ethereg teers ware ere tec cures sideloe Thousand persons S$ 36,586 736,555 736,601 35,880 
Factory production workers in durables........... Thousand persons S$ 7,045 Beatle thao) Fapi2o 7,244 
Factory production workers in nondurables........ Thousand persons S 5,347 POETIC r 5,346 5,356 
Average work week 
9 Total manufacturing....... euaieget aleve Bil Siahe,fays/auevacevess.* Hours 40.0 r 39.9 39.4 40.7 
Durables manufacturing....... Aes ele neneiiahavonsbaneretesaiacs Hours 40.4 r 40.4 39.9 41.4 
Nondunables manutacturine, oo... .ntece ss a6 abe ces Hours 39.5 39.3 38.6 39.8 
Average hourly earnings 
10 Total manufacturing..... Msteiefuiai vite steve Anoharherereders is Dollars 2.29 fame 2.28 2.24 
Dia bles! ma Hla CtUTD Sipcie wiededs) us. a.<isaVouractetie ate ¢ Dollars 2.44 2.44 2.44 2.40 
Nondurables manufacturing oii: cnemscseayeopstajorenasayenese Dollars 2.08 2.07 2.06 2.00 
Average weekly earnings 
1 1 Total manufacturing...... Maha a roteus eit dete see cs Dollars 91.60 ry 91.37 89.83 91.17 
Murablesimanula ctutin girs vce ss cas eteelststs Steere ee Dollars 98.58 r 98.58 97.36 99.36 
Nondurables manufacturing.............. nse ce Dollars 82.16 81.35 79.52 79.60 
Personal income 
BOCA Tee epepstre i kic ie cere active wes ale eter cies Geocaches eke ieies Billion dollars S A R 405.8 404.7 401.9 386.8 
12 Labor income®..... SAU ert he pomasucmisan camence > Billion dollars S A R 284.9 284.5 282.5 272.2 
GENCE MMCGINGH ton) a oleteloiatiicays 8 si oeis seuticlsia etna aisle Billion dollars SA R 130.2 129.4 128.6 122.5 
MTA SESEL DD VIM OTEES ju suey aol tures attatts tlousitereueneyeravaekone, taduehers Billion dollars S A R 28.4 28.4 28.6 26.6 
Instalment credit 
ERECT SIGS ape era fe esiye aor eioy ePshate ol Cie ecetey s eseverefeyere/Sver siej.si Million dollars S n.d. 4,209 4,437 4,112b 
14 REDO VIG NCe PE eRe eee om esata tame Million dollars S$ n.d. 3,886 3,904 3,628 
Changerin outstandings?s 2s). sus « sles sales cnn erere' ace Million dollars S$ n.d. 323 533 484b 
AMOUNbOUtstandi nee mcs. orator octet wr serene Million dollars n.d. 40,740 40,265 35,3570 
New construction 
PRO tA] state oeeatctey acd are che Sieialate i © 42s 'eiese cis Salta alcshevatelin i Million dollars S A 53,388 53,856 753,760 56,460 
17 PLOUAL Dri VaAbe mit cura) chcbhoiehe sc c wl sates dele. lemoudarele -ojatra Million dollars S A 37,968 738,100 38,172 39,444 
Private nonfarm residential)... ...... ste nade sms oe sie eiecs Million dollars S A 21,096 721,036 721,156 23,268 
Business sales and inventories 
Total inventories!®........... ayer ae Genoa Million dollars S n.d. 93,300 92,600 88,3008 
T 8 pLotal salesi itis <tc SP A Ton mm aa orice ae Million dollars S n.d. 62,100 62,500 61,5006 
Tniventory-Sales Patio’... ajsratetaies «os siete is teibis) stays site * n.d. 1.50 1.48 1.446 
Retail trade: Durable goods stores 
MAVENEOLISS Eee Nee aie < tcnelelsie oie tisioe Rislete Bic iate es ias Million dollars S n.d. 11,790 711,630 11,4505 
19 SAL EA ait Site, cee eats wel erates aber atene:wilaniete te statlcrer amoral er eieds GPS) Million dollars S$ n.d. 6,083 r 6,303 6,099b 
Inventory=-salescratio. «csc awl isles susvele hslateienale eels * n.d. 1.94 1.85 1.88) 
Retail trade: Nondurable goods stores 
Vet COTIES yy. Ja ciste ase scassaicraus.sus.eis sioieitl ivanualepeediress Million dollars S n.d. 13,420 13,330 13,060b 
20 NSALOS cpeteret ebetaterststcks ororclsletn aie cers chaveve-ayaterecets apaisieuel ss Million dollars S n.d. 12,474 712,566 12,1236 
Taventory-sales ratio d,.casuaty oiscsusrale wish nocetadlele evevellens * n.d. 1.08 1.06 1.085 
Durables mfg.: Sales and inventories 
TTIW eMLOLIOS a cect tele es exes ccrviel sieieuonalelievciey ele lelste ae diosa’ Million dollars S$ n.d. 32,110 31,920 29,734b 
21 SALES ctvsnilens/akersun bats aFereare\analeveyelons whois Qyh (ats Stahatenerelsias Million dollars S n.d. 15,090 715,000 15,5150 
Inventory-salesiratio: wtenrd iiss sles Gs eoteneielhle lenses sts sa} n.d. 2.13 Hime 2 ws 1.926 
Nondurables mfg.: Sales and inventories 
Duventories!o iatisniiawinteticlals'clslaids eauaree.e Reve .... Million dollars S n.d. 22,890 722,730 21,865b 
22 Sales). ctirwaites asses IGOR AGI OOOO So See ae Million dollars S n.d. 15,950 716,020 15,2276 
* "a. 1.44 1.42 1.44b 
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Selected Business Indicators (Continued) 


1960 1959 
Teemsyis Series Unit 
Junep May April June 
Merchandise exports and imports 
Exported.) Geter s sic ai bine + eleteren toe vhore tetas ees ....- Million dollars n.G 1,764 1,823 1,5516 
23 Imports). <-heks - sees ete ewe eintele a stake dish Bele . Million dollars n.d 1,260 1,257 1,264 
Export surplus 2. o2isdks cos Soe One eee cone Million dollars n.d 504 566 2876 
Federal budget receipts and expenditures F 
24 Defense expenditures. «1 aayia. +e eesseeeien ... Million dollars n.d. 3,338 3,303 3,243b 
For quarterly data see below 3 
Money supply and turnover 
Moneyieupply iy: ahs: Siatals| am aisterntin acta eneneierete Billion dollars 239.9 238.5 241.7 240.1 
2 5 Demand deposits adjusted and%currency™......... Billion dollars S$ 138.2 137.6 139.4 140.9 
Deposit turnover: New York City............00. ‘ +SA 61.3 61.1 56.4 Saul 
Deposit turnover: 337 other centers.........-...++ TSA 26.2 26.3 ee ATE 24.6 
Bank loans, investments and reserves 
Teganisl® ecb & ose wake cakes o'ore fais ins a a oe eee eta ee Million dollars 97,898 96,880 96,387 89,301 
26 Lnvestinente is 2 esd sees eee ee eae Million dollars 58,695 59,437 60,183 65,706 
COL Woans town ke cee RRIERT Wee ey ater te, 3 Million dollars 38,789 37,921 37,719 33,800 
Net free reserves. iV isew cs ase ee 6 oath eee ee Million dollars n.d. — 39 ry —194 — 3195 
Diffusion index 
27 Diffisiotiindexre ssc cceash coc ees one tT 0.75 r 0.50 r—0.92 4.75 
Diffusion index, cumulative pou... 6c. cu ins ose atapsicis ‘ny 46:02 45.27 vy 44.77 53.44 
Tndustrial production! sii. 0 sores «neieie aiaiesaaiels arate 1947-49=100 S$ 166 167 165 166 
Eight sensitive business indicators 
Residential building contract awards.............. Thous. sq. ft. fl. sp. S 117,459 105,672 107,696 142,400 
Commercial, industrial building contract awards.... Thous.sq.ft.fl.sp. SR 38,066 39,431 38,724 34,192 | 
New orders; durables o's. 5 wile es cote ie atc sis orgs eve siehe Million dollars S n.d. 14,630 714,470° 15,2416 
28 Average worloweelko scot aunts kee aoc Eee Oe Hours SR 39.8 39.9 39.7 40.6 a 
Rawihmateriale prices: vectuec i oss ocievaarseletays tani ates 1947-49 = 100 85.5 86.2 85.8 87.9 
Stock prices, industrials........... + eipvasontate eters 1941-43 =10 61.39 59.85 60.29 61.26 
New incorpotations’s 4s s.s sje) otein oa)sicrate! acsepane aie, Cia Laerid Number SR 16,827 14,847 15,823 16,306 
Business failures. ay ose eae iat ois oe oe mre sim tan aime eis le Number SR LTRs i} 1,235 1225 1,224 


1960 1959 1 
Chartbook F “| 
Pages* Series is I IV UI I @ 
Quarterp Quarter Quarter Quarter I 
Gross national product , 
2 EL Otal fds. a Oe etdh mseta a ck Gathers a eliaeale See lre ae ... Billion dollars SAR 501.3 486.4 481.4 473.1 
Change in business inventories...........0-eeeeees Billion dollars S A R 11.4 4.7 -—0.1 W206 | 
Witial demand Se hye syst koh cee: Sicch SIS Te a Billion dollars S A R 489.9 481.7 481.5 465.5 3i 
Components of gross national product ; 
Personal consumption expenditures...........+.e. Billion dollars S A R 323.3 319.6 316.0 306.1 ; 
3 Gross private domestic investment..........+-s0- Billion dollars S A R 79.3 70.8 67.5 70.9 | 
Net exports of goods and services..........-.e00% Billion dollars SAR 1.2 — 0.4 —0.2 -10 { 
Government purchases of goods and services....... Billion dollars S A R 97.5 96.4 98.1 97.1 i 
Disposition of personal income | 
Personal imcomie 9 sjjs,.shu:,cg) 0 bie s, ons 4 eifche folie coos she inlpyauttatel ale Billion dollars S A R 396.2 389.0 384.8 374.7 
13 Disposable personal income............ ae ne ee Billion dollars S A R 347.0 342.4 338.5 329.6 
Personal consumption expenditures...........+.-- Billion dollars S A R 323.3 319.6 316.0 306.1 | 
Porsohal Saving we wn sacs ee eis herders creeper ares Billion dollars SA R 23.7 22.8 22:5 23.6 
Corporate profits! i 
Wet, before:taxes i. oa saaseemniee onl Pedy taped she sintohets Billion dollars SA R 48.8 44.8 45.3 46.4 - 
Tax Tia bility Watiais a :stc-alesete she aus etisiotenate eascctt a eeees ies Billion dollars S A R 23.8 221 22.3 22.9 3} 
: 15 INGE DIOHts: deere te eustereteiaseka eee eeatteen es ere one eroreete Billion dollars S A R 25.0 DIT 22.9 23.5 h 
Dividend Payments. sciiccie cls !arsiueloise susdls seve Seasheta ye Billion dollars S A R 13.9 13.8 13.6 13.0 
Retained: Carninesg!. ccc ite cies ie cre milshe cate bie We teeieiiniene Billion dollars SA R 11.0 8.9 9:3 10.5 
Business expenditures for plant and equipment 
16 otal ion sek OC TT IR. Cie yess Lone cle . Billion dollars S A 35.15a 33.60 BatSo) 30.60 
Manufacturitig’.\.. ac seu sietlate 6 ates Sal cae etick one .... Billion dollars S A 14.10a 12.85 12.25 11.20 
INonmanulacturing Whi. oes sas cteiete eaters eintaueer stele ares Billion dollars S$ A 21.054 20.75 21.10 19.40 
Federal budget receipts and expenditures 
Receipts..... A Ra ee BMPR So) fase weet aiid ahi Million dollars 21,755 16,502 17,411 19,530 - 
24 EXPeENGIEUTES | Aap ole vi wisdes a aelatis aigieustolebaeisia siete tia ... Million dollars 18,793 20,310 19,219 19,568 
Surplusior deficit... were sce sais es eotre elec ... Million dollars 2,962 — 3,808 — 1,808 — 38 


For monthly data see above 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Department of Agriculture; Bureau of the Census; Securities and Exchange Commis- 
sion; Treasury Department; F. W. Dodge Corporation; Standard & Poor’s Corpora~ 
ow Dun & Bradstreet; National Bureau of Economic Research; Tar CONFERENCE 

OARD. 

1 Excluding farm and food, ? Including interest, taxes, and farm wage rates. * Prices 
received divided by prices paid. 4 Series redefined in 1953, and in 1957. * Unemploy- 
ment as per cent of labor force. 6 Includes nonproduction workers. 7 Excludes personal 
contributions to social security included in components. § Includes wages and salaries 
and “other labor income.” ® Extensions minus repayments. 1° End of period. 4 In- 
cludes grant-aid shipments. !? Privately held; includes demand and time deposits ad- 
justed to exclude U. S. Government and interbank deposits, and currency outside 


banks. 1 All member banks; Wednesday nearest end of period. 1 Commercial, indi 
trial and farm loans of weekly reporting member banks; Wednesday nearest end 
period. Starting with July, 1959 not comparable to earlier data; includes loans to no 
bank financial institutions. 1° Gross national product less change in business inv 
tories. 16 All data are before inventory valuation adjustment. S-seasonally adjus 
A-annual rate. a-For the IL Quarter of 1960, anticipated outlays are: Total, 37. 
Manufacturing, 14.80; and Nonmanufacturing, 22.20. b-May, 1959 for monthly da‘ 


p-preliminary. r-revised. R-Series revised. * End-of-month inventory, divided 
sales during the month. ¢ Debits divided by deposits. {} Diffusion index stated as thy 
average duration in months of expansion or contraction. n.a.—not available. “ Char? 
book of Current Business Trends (Eighth Edition), Taz ConreRENcE Boarp, 19 


Copies available to Board Associates on request 
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The accompanying table provides the information required for updating the 
pertinent charts in the publication, "A Graphic Guide to Consumer Markets," 4 
prepared by The Conference Board and sponsored by "Life’ magazine 


Consumer Market Statistics 


Pages in 1959 1960 
Guide* Series Unit SSS SSS SSS 
Dec. Jan. Feb, Mar. Apr. May p June p 
Income 
15 Barsonali(SaA) liste: ac godt tencis teats Billion dollars I 396.2 Il 404.2 
Disposablas( Sa A) la tnsetecct ache inersnser<td-oteis Billion dollars | 347.0 Wl 354.3 
Origins of personal income 
Wages and salaries!’2.. (S$ A).......... 1947-49 = 100 206.7a 209.0 209.4 210.0 211.8 7 hi feo Ve 213.6 
17 Farm operations!»? (§ A)............00- 1947-49 = 100 81.84 73.4 67.5 65.6 76.0 78.6 81.2 
Business and professions!:? (S A)......... 1947-49 = 100 162.2a 163.6 163.6 163.1 164.5 165.9 166.4 
Dividends, interest and rent!:? (S A)...... 1947-49 = 100 212.504 222.4 223.7 225.4 226.7 228.0 229.3 
19 Discretionary income (S A)............... Billion dollars I 120.5 Il na. 
Employment and unemployment® 
21 Employmentigee cs eee cae celeniss acess s Thousand persons 65,699 64,020 64,520 64,267 66,159 67,208 68,579 
Unemploymentiteisis 5s sede wc ele es oles Thousand persons 3,577 4,149 3,931 4,206 3,660 3,459 4,423 
Hours and earnings 
23 Average weekly hours worked.......... Hours 40.6 40.3 39.8 39.7 39.4 139.9 40.0 
Average hourly earnings............... Dollars 227 2.29 2.29 2.29 2.28 12.29 2.29 
Consumer credit 
25 Total credit outstanding4............6.. Million dollars 52,046 51,356 S1j020. . 51,162) 052;169i00 52831 n.d. 
27 Instalment extensions (S)..........-+.00- Million dollars 4,046 4,217 4,115 4,119 4,437 4,209 na. 
Instalment repayments (S)............+- Million dollars 3,776 3,824 3,707 3,7 141 3,904 3,886 na. 
Consumer funds: inflow and outgo 
Current recelpts'... tfanvteyers. 0) oa Pitis, sieieisiesse Billion dollars IV 92.5 I na. Ho na. 
; 29 Plus: Insurance, retirement credits......... Billion dollars IV 95.3 I na. Il no. 
Plus: Net increase in liabilities........... Billion dollars IV. 102.1 1 n.d. i ona. 
Expenditures for goods and services...... Billion dollars IV 85.5 I n.a. ona. 
3] Plus: Acquisition financial assets>......... Billion dollars IV 95.5 I n.d. Il na. 
Plus: Taxes, other deductions............ Billion dollars IV 106.9 l n.d. Il na. 


Personal consumption expenditures 


; 
: 35 Total expenditures (S A)'...........0.5 Billion dollars | 323.3 li 328.5 
4 Durables 2 i(S. VA) crcttte «a cinie.« scree 6.0 0:3, 1947-49 = 100 l 195.6 Hl 195.6 
37 Nondurables!:? (S A)... .. ccc cece eee ees 1947-49 = 100 H 156.4 Il 159.6 
SEVIS CAVA) hc cuerigaiacers treks: Srctagevsial's bos 1947-49 = 100 I 229.2 W233.2 
Retail demand? 
39 Retail sales: All stores (S)...........+45- Million dollars 17,485 18,090 18,100 18,234 r18,869 18,557 18,679 
i Retail sales: Chain stores® (S)............ Million dollars 3,939 3,992 3,893 3,954 14,092 4,005 n.a. 
| Food Sales? 
. 43 Foodsforast(S)scepica ac orclastasertete serine Million dollars 4,363 4,395 4,412 4,511 14,439 4,569 n.a. 
Kostcurcints:(S can sein ssaiae cee t.« Sere Million dollars T3351 1,332 1,297 1,309 11,380 1,347 n.a. 
45 Alcohol sales: Liquor stores? (S)........... Million dollars 386 393 403 396 r409 412 n.g. 
47 = Tobacco: Cigarette removals” (S A).......- Billion units I r462 Il 457 
H 49 Personal care sales: Drugstores (S) Poa erent Million: dollars 612 627 627 612 r623 620 n.a. 
Apparel Sales?® 
51 Women’s apparel stores (S).........++- Million dollars 454 451 436 429 r455 436 na. 
| 53 Men's apparel stores (S)........-..+0+- Million dollars 219 230 215 221 r212 216 na. 
Family, other apparel stores (S)........- Million dollars 277 271 1264 277 279 n.d. na. 
55 Shoa stores (Spe ates Nos hee sietreteisrecetstans's Million dollars 200 212 204 210 r224 203 n.a. 


rl146 r146 


138 154 r141 146e 


| 57 _ Department stores: Total sales (S).......... 1947-49 = 100 


Consumer Market Statistics 


Pages in 
Guide Series Unit 
Furniture and appliance sales* 
59 Furniture ‘stores (S) "ahs nan. ocievicseceniee Million dollars 
6l Appliancessiores (S)emetesieeiies ene o Million dollars 
63 Hardware: Retail sales? (S)............... Million dollars 
Housing 
65 New nonfarm housing starts! (S A)........ Thous. dwell. units 
67 Single-family houses'. ............00c005 Thous. dwell. units 
Multi-family structures!..........-..00005 Thous. dwell. units 
Automobiles and related products 
69 Automotive dealers: Retail sales? (S)...... Million dollars 
New passenger-car registrations......... Thousand units 
Gasoline station sales? (S).............. Million dollars 
71 Auto accessory store sales? (S).......... Million dollars 
Service expenditures 
Housting2(StA)ey aretdetinys sion cienaeiknietacts 1947-49 = 100 
73 Household operation’ (S A)............. 1947-49 = 100 
Transportation? (S A).........0.2e000es 1947-49 = 100 
Advertising expenditures 
77 Combined media (S)..........2.-000es 1947-49 = 100 
79 Magazines:(S) sctsverssgeie,sesctereve eerste seria 1947-49 = 100 
Newspapers: (o) sn isnctacunenentaee eeenes ateache 1947-49 = 100 
80 Nofworkiradion(S) se com one ee oe 1947-49 = 100 
8] Network television (S).........00ce0005 1947-49 = 100 
SPOP FELSVISIONZ), mia: crolece ors) ore! siatererlars <1 vhetele Thousand dollars 
Consumer price index 
Albiitemsitc nas is isl oteud, boalevete s, avoralloSeeMyseserotena 1947-49 = 100 
5 Durablest*.% mapscre cctece e Sse ethers acecictete 1947-49 = 100 
8 Nondurable’ choir ss: ..o-siscds- olore ere ieete iraione 1947-49 = 100 
Serviceste ree sacar clactee te cere e ee te ene 1947-49 = 100 
87 FOO S cuss ctshe a ara eis acrensiolshn siereneueiaternusienene 1 947-49 =100 
Apparel oi .jscn ie dis sycers biomass Be eYs eteraiotere 1947-49 = 100 
Housefurnishings: <G@,siva scene canes 1947-49 = 100 
89 Appliances’. 2 /'s209 hire totes teatietate on 2 hee 1947-49 = 100 
Automotive group... .csjceacete os «cee me 1947-49 = 100 
9] Personal cares i/...5) stat tiie ¢.ssetdereeenie see 1947-49 = 100 
Household \'services.3.5< oc oie shewiere.o1ssaleres-e 1947-49 = 100 
O5 __ Retail inventories: All stores‘ (S)........... Million dollars 
Production and distribution 
Processed foods: Output (S)............. 1957=100 
97 Food wholesalers: Sales...........+-+-- Million dollars 
Food stores: Inventories‘ (S)..........+-. Million dollars 
Apparel: Outputi(S)inc «5. cemicies an aerees 1957 =100 
99 Apparel wholesalers: Sales............. Million dollars 
Apparel stores: Inventories4 (S).......... Million dollars 
Furniture and rugs: Output (S)........... 1957=100 
101 Homefurnishings wholesalers: Sales....... Million dollars 
Furniture, appliance stores: Inventory4 (S).. Million dollars 
Applicncess'Quiput (S)iee vee ue acter 1957 =100 
103 Television and radios: Output (S)........ 1957 =100 
Appliance wholesalers: Sales............ Million dollars 
Autos: Outpyti(S). ch bins ys seemees 1957=100 
105 Automotive wholesalers: Sales........... Million dollars 
Automotive retailers: Inventories4 (S)...... Million dollars 


1959 
Dec. 


570 
333 


215 


1,401 


74,2 
19.3 


2,457 
429.5 
1,423 

210 


230 


180 
206 


25 
487 


125.5 
113.8 
118.5 
147.8 
117.8 
109.2 
104.2 

83.0 
137.5 
132.9 
136.7 


24,310 


107 
1,828 
2,940 

120 

167 


498 
4,260 


(Continued) 


Jan, 


572 
344 


240 


1,291 


r65.7 
r18.6 


3,003 
430.1 
1,449 

227 


227 


182 
202 


21 
47] 


125.4 
113.3 
118.1 
148.2 
117.6 
107.9 
104.0 


n.d. 


1136.3 


132.7 
137.2 


24,490 


109 
1,739 
2,960 

118 

166 
2,740 

122 

182 
1,990 

139 

106 

335 

134 

453 
4,540 


1—New or extensively revised series. Comparable figures for earlier months or quarters will be made available shortly. 


3—Beginning Jan. 1960, figures for Alaska and Hawaii are included. 
S—Seasonally adjusted, 


A—Annual rates. a. Old series, 


4—End of period. 
n.a.—Not available. 
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5—Includes life insurance premiums. 
r—revised. 


p—preliminary. 
“A Graphic Guide To Consumer Markets, prepared by The Conference Board, sponsored by Life. This table provides the information required for the updating of the indicated charts in the Guide’ 


1960 
Feb. Mar Apr. Mayp  Junep 
581 544 1595 584. na. 
336 324 1331 329s na. 
241 230 1261 253s na. 
11,347 1,098 1,305 1,305 na. 
169.6 173.0 99.8 na. n.d. 
r19.2 r19.3 23.4 na. n.a. 
3,181 3,250 173,350 3,154 na. 
494.2 596.7 647.3 647.1 na. 
1,423 1,453 11,496 1,465 na. 
Dz 208 1232 216 na | 
242.9 Iona. 
232.9 Il na. 
164.4 Iona. 
239 241 238 na. na. 
189 198 191 na. no. a 
207 216 209s na. na. | 
26 24 19 n.a. n.d. 1 
495 468 473 n.a. n.a. 
167,981 ona. i 
12565 6125.7) 12620001263. TeRzemn 
1135S eos 1112.5 eed OM 111.9 111.565 
118.0 1183 119.4 119.4 119.85 
148.9 149.2 149.4 149.6 149.7) 
WI7A VIZ.7 OT19.S | 1k 9.7 
108.4 1088 108.9 108.9 108.9% 
104.3 1047 104.7 104.3 104.3), 
n.a. 83.0 n.d. n.a. na. Ff 
1136.0 134.9 134.4 133.9 134.1 
132.6: °. 1327 5 132.9 0033.2 a 
137.8 1383 1385 1388 138.9% 
q 
24,810 125,120 24,950 25,210 na. | 
107 108 108 109 na. 
1,740. 1,937 1,797. ~—s«*1,865 na. 
2,980 3,050 3,070 3,060 na 
116 118 120 122 ino. ee 
193 223 r209 188 na 
2,720 2,790 £2,710 2,730 na of 
118 114 121 124 na © 
209 228 213 210 na 
2,020 2,010 2,030 2,020 nc. my 
121 114 116 118 na Fh 
105 107 114 r118 109%) 
341 361 r331 333 na. 
125 113 116 122 123) 
505 540 r580 525° na. 
4,870 4,950 4,970 5,130 na. 


2—Based on seasonally adjusted data at annual rate 
6—Eleven or more stores, 7—Tox-pale 
e—estimated. |.IV—Denotes quarterly figurey 
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In the Management Record 
July-August Issue 


Personnel Administration—on the Way to the Presidency — 
There was a day, and not so long ago, when many per- 
sonnel people wondered if the top position in that 
function would ever carry a salary of as much as $5,000 
a year. 

Underscoring the considerable change in status of the 
personnel administrator is the fact that today there are 
chief executives who have moved directly from person- 
nel to the top spot in the management hierarchy. 

In this article, the working experience of ten chairmen 
and presidents, all of whom had previously held posi- 


_ tions in personnel administration, is reviewed. Would 


these men, therefore, counsel a career in this field? Two 
at least say no, “it’s too tough”; and one suggests that 
in his part of the country at least it is often a dead end. 
On the other hand, another top man says he considers 
his experience in personnel invaluable; and though there 
are many routes to the presidency, he believes personnel 
administration provides as good an opportunity as any 
other function for the full development of talents that a 
chief executive needs. 


A Decade of Growth in Group Insurance—The introduc- 
tion of major medical plans early in the Fifties was the 
decade’s most notable advance in the field of group in- 
surance. Designed to supplement basic hospital-surgical 
plans, “catastrophe” insurance, as it was originally 
called, introduced the first wide application of two in- 
surance principles to the group medical field: (1) the 
concept of a deductible amount which the employee 
pays before the major medical insurance comes into 
play, and (2) co-insurance on the remaining medical 
expenses, with the employee paying 20% or 25%, and the 
insurance covering the rest. 

This article reviews the whole area of medical expense 
protection and also traces the growth of insured dis- 
ability pay and death benefits over the past ten years. 


““No decade, of course, is without its chal- 
lenge. The challenge of the Forties and Fifties 
was essentially a production challenge, and our 
present abundance testifies to the success with 
which it was met. The challenge of the Sixties 
seems to lie in a final severing of our ties to post- 
war artificialities, and a rededication to the 
normal and vigorous incentives for growth and 
efficiency that have been present in our free enter- 
prise economy throughout our history. The charts 
‘in this book amply document the growth poten- 
tials ahead; the challenge is to achieve -those 
material potentials, without inflation, and with- 
out sacrifice of our economic freedoms.” 


from the foreword to the Board’s 
' 44th annual meeting chart survey: 


ECONOMIC GROWTH in the 1960’s 


The Human Inputs e The Capital Inputs e The Shape 
of 1970 ¢ Some of the Problems 


Recently distributed to Associates, this 
chart survey may be purchased from The 
Conference Board at $1.50 a copy 


